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Prefatory Note 


The present Зовуех is the twenty-third in a series of reports prepared by the secretariat of the Economic 
Commission for Europe to serve the needs of the Commission and to help in reporting on world economic 
conditions—a task which the Economic and Social Council of the United Nations has entrusted to the 
Department of Economic and Social Affairs. | 


This SURVEY is published on the responsibility of the secretariat, and the views expressed in it should 
not be attributed to the Commission or to its participating governments. 


In general, information received up to the end of February 1970 has been included, although certain 
information received by the secretariat in March and April has also been included. 
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EXPLANATORY NOTES 


The designations employed and the presentation of the material in this 
publication do not imply the expression of any opinion whatsoever on the part 
of the secretariat of the United Nations concerning the legal status of any country 
or territory or of its authorities, or concerning the delimitation of the frontiers 
of any country or territory. 


The following symbols have been used throughout this Survey: 

.. = not available or not pertinent; 

— = nil or negligible; 

* = estimate by the secretariat of the Economic Commission for Europe. 


In referring to combinations of years, the use of an oblique stroke—e.g. 
1969/70 signifies a twelve-month period (say from 1 July 1969 to 30 June 1970). 
The use of a hyphen—e.g. 1968-1970—normally signifies either an average of, 
or a total for, the full period of calendar years covered (including the end years 
indicated). 

Unless the contrary is stated, the standard unit of weight used throughout 
is the metric ton. The definition ‘‘ billion’’ used throughout is one thousand 
million. Minor discrepancies in totals and percentages are due to rounding. 

References in tables or charts to the OECD (Organisation for Economic 
Co-operation and Development) refer to the west European members of that 
organization (i.e. excluding Canada, the United States and Japan) unless otherwise 
stated. 
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RECENT ECONOMIC DEVELOPMENTS 
IN EASTERN EUROPE AND THE SOVIET UNION 


1. AN OVER-ALL VIEW OF ECONOMIC DEVELOPMENTS IN 1969 


(i) Tendencies in growth of national output 


In 1969, economic growth in eastern Europe and the 
Soviet Union again proceeded at a fairly vigorous pace 
though, in the region as a whole, at a slower rate than in 
the preceding year. National income (net material 
product) grew at 5 per cent or more in all countries of 
the area except Poland. Albania’s growth of national 
income was about the same as in the previous year, 
though much less than the increment of some 16 per cent 
originally foreseen in the annual plan. In Bulgaria, 
Hungary and Romania, growth of aggregate output was 
more rapid than in 1968, but this was more than offset 
by declines in the growth rates in Czechoslovakia, Poland, 
the Soviet Union, and to a lesser extent also in eastern 
Germany. It can be estimated (see text table) that the 
net material product for the group of countries as a whole 
advanced by 6 per cent, and for eastern Europe without 


the Soviet Union, by 5.4 per cent—as against 7.4 per cent . 


and 7 per cent, respectively in 1968. Soviet national 
income (distributed) grew in 1969 by 6 per cent as 
compared with 7.2 per cent (7.5 national income pro- 
duced) in 1968, and a target rate of growth of 6.5 per cent.’ 


Changes in the growth rates in the past two years indi- 
cate that agriculture still plays an important role in short- 
term fluctuations of aggregate output. As a result of 
adverse climatic conditions, the farm sector in the Soviet 
Union, Poland and eastern Germany suffered a setback 
and in these countries in particular, the growth rate of net 
material product was lower than in 1968. The impact of 
an unfavourable agricultural year on over-all growth was 
obviously felt less in a highly industrialized country like 
eastern Germany than in, for example, Poland, where the 
share of agriculture in the net material product is about 
twice as large as in the former country. It is also signifi- 
cant that in Bulgaria, Hungary and Romania, where in 
1969 the growth of national output accelerated, a decline 
or stagnation of agricultural output in 1968 had brought 
their growth rate of that year below the average for 
1966-1969. 


11а the Ukrainian SSR, national income increased in 1969 by 
6.5 per cent and in the Byelorussian SSR by 8 per cent, in both 
republics at a higher rate than in the USSR as a whole. 


Growth rate of national income produced 
(Annual percentage changes) 


1966 1967 1968 1969 1970 
plan 
PANE) ieee es ere 0 ах Iho 1 © 


Вора и. 
Czechoslovakia : ; 
Eastern: Gerniany ев. 4.9 5.4 5.3 5 6.3 


АЙ Go we о 6 а 8.4 8.7 5.0 6 5-6 
Roland оооовеа WP 5.6 9.0 BED) 5.8 
IRGMENNEY 5 Goee o°s 6 0 6 10.0 fe 6.8 13 


Eastern Europe total? . . 7.9 6.2 7.0 5.4 5.8 

Soviet Union 

Eastern Europe and Soviet below above 
Winton О 5 в ою ав 8.0 8.0 7.4 5.8 6* 


Sources: National statistics, plans and plan-fulfilment reports. 


Nore. — The weights for the calculation of the composite index were derived 
from table 2.30, partI, chapter 2 of this SURVEY where estimates of gross domestic 
product in 1965, expressed in common currency, can be found for six east European 
countries and the Soviet Union (for methods, see part I, chapter 4). The con- 
version from gross domestic product to net material product, for which the yearly 
percentage growth rates are available, was carried out by applying estimated 
coefficients reflecting the magnitude of depreciation and output of non-material 
services (for methods, see part I, chapter 2, pp. 3-6). The country shares in the 
total NMP of the area in 1965, used as weights in the table, are as follows: 


Percentage 
distribution 


Bulgaria 
Czechoslovakia 

Eastern Germany 
Нора о ее 
Poland Bee Ре aes Ker beepeom 
Вос нЕ: 
Eastern Europe 
Soviet Union 


shy 
SS RON ам 
BDH UAD—N— 


a Excluding Albania. 
Ь Domestically distributed national income. 


Among the countries with a slackening growth rate of 
national output in 1969, Czechoslovakia holds a separate 
position. Here the agricultural sector exceeded the record 
output of the preceding year and—as in the three previous 
years—it exercised a stabilizing influence on the economy. 
However, generally unsettled conditions in the first half 
of the year—only partly overcome in the second half— 
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a a aa 
TABLE 1 


Changes in output and indicators of allocation of national income to final use 


(Percentage change over previous year at constant prices) 


eee 


sae tn SUS HUES a Se ВНЕ В Я : pais: Exportb Import В о 
Country — Year Industry Construction Agriculture consumption sales @ investments produced 
Albania 
р Min lye ce st 12.0 12.5 7 5 9 
бе, ee 12.8 12 5) 6 5 0 is 
LOG Semmens ae tag 19 25 9 10 1] 
HT a ae a a ane 11 17 10% 9 7 23 11 
1970 plan. ..... ie 17 8 6.4 5.5 10 
Bulgaria 
Об arts ey eee 12.4 17.9 14.3 6.3 8.6 225 11.0 25.5 тт 
О hy 13:5 17.8 BS 9.27% 11.6 25:1 TLS, 6.3 9.0 
т о. 10.4 11.5 -8.7 12.4 7.5 9.1 16,< 10.5 ТРО 6.4 
Об т 10.0 4.2 2.4 7.96 —15* 11.5 -1.8 GED. 
1S 7ORplan eee 8.2 8 12% Ted 24 р 
Czechoslovakia 
ет ae aoe cc, 7.4 92 et 53 52 9.8 р. 2.4 10.2 
Об о: ell 6.8 555) 4.6 5.2 27 4.3 -2.0 5.2 
о ть Ве 5.5 6.2 5.6 O19 13.0 10.4 4.9 14.8 TS 
LS OD aerate sa crt estog mers ar 6-7* 0.9 15) 10.3 9.6 5.3 6.5 
ПОЛО) EIN с особ 6.5 6.9 0.6 PL 6 4 9.2 
Eastern Germany 
LOGO Teen к 6.3 55 | 4.5 4.1 | 7.0 4.4 14.4 4.9 
О а. 6.5 9.5 © 4.3 59 9:2 7.8 2.0 5.4 
Об ere 6.1 (4 9.8 | 4.7 4.9 16 10.0 9.5 SiS: 5:3 
вв, 7.0 10 —6.6 4-5* 6.1 | 13.0 13.1 5 
ВО У . 6 2 6 6 = 8.4 8.6 2.6 3.8 4.3 11.0 13.6 6.3 
Hungary 
SOC Ree amas. Se 6.8 11 8 4.4 7 9 5.6 3.0 8.4 
А 8.9 13 4 5.9 10 2] 6.8 13.4 8.7 
та 5 6 1 5.6 1 1 5.2 #5 5.0 
ele Me Bawls soo) at ete 3 6-7 5-6 6 8 7-8 16 7 6 
O77 OSD lanier 6 7-8 1 a) 8-9 6-7 7 8 5-6 
Poland 
О fe ee 7.4 8.1 5.4 6.2 6.8 8.5 2.0 6.6 7-2 
9 6] arenes ate ee Ted 9.8 2S) 5.4 6.8 nes 11:2 6.0 5.6 
Об о п ee 9.4 9.3 4.5 6.6 7.6 907° 131 HUET, 9.0 
LOCOS a eee 8.9 5.4 —.7 4 6.3 8.2 10.0 12.5 Зэ 
ПОЛК Е бо оо ов ИЗ 2.9 3 4 6* 2.5 1-1 4.9 5.8 
Romania 
LO GOR eee о нае 11.7 10 14.0 9.4 10.7 en 12.6 10.0 
IC ae eh be Seam 1385 18 1.8 ONT es) 17.6 27.4 Tes. 
LS OSA aera 11.6 12 —3.7 8.8 ite 5.2 4.1 6.8 
ПО а и. 10.7 Эй 4.8 4.76 5.1 10.4 6.5 es 
ВОО IN 5 5 6 6 6. ¢ eS a 16 5.6 9 17 6.2 12 
Soviet Union 
LD GO ae a 8.7 6.5 8.9 6.9 | 8.7 7.6 8.2 —1.8 TESS 
1967 10.0 8.7 1.6 $ №0 9.3 8.2, 9:1 7.9 7] 
WS soo 4 oe hee 8.1 7 9:2 7.8 8.3 8.1 10.2 10.2 Ре 
О eh Shade 7.0 6 -3.2 7.4 4 9 6.0 
LOO Nplanie eee 6.3 oe 8.5 6.3-7.2 7.6 hie ay 6.0 
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ее private sales in Czechoslovakia, Poland, Romania and the Soviet е Net output increased by 4.8 per cent in 1966, 6.2 рег cent in 1967 and 1 per 
nion. 


cent in 1968. 
БА О prices. Л Centralized State investment which amounts to about 90 per cent of total 
с Excluding private investment. investments. 


4 Commodity production. §Domestically distributed national income. 


brought about a slowdown in aggregate economic 
activity. 

In most countries the annual plan growth targets for 
1969 were not quite reached. Moreover, in virtually all 
the countries of the area (the most notable exception 
being Albania) the actual growth rates of national out- 
put in 1969 were lower than the average rates for 1966- 
1969, as can be seen from the table below. Only in 
eastern Germany did growth in 1969 come very close to 
the average for the past four years. In comparison with 
the first three years (1966-1968) of the current medium- 
term plans, the deceleration was even more marked, 
ranging from —0.7 per cent in Romania, to about —1 per 
cent in Bulgaria, Czechoslovakia, Hungary and the USSR, 
and up to —3.6 per cent in Poland. The estimated index 
of net material product for the area as a whole also showed 
a lower growth rate for 1969 (around 6 per cent) than for 
the average of 1966-1969 (7.3 per cent) or for the average 
of the preceding three years (7.8 per cent). 


Growth rates of national income 
in the present and preceding medium-term plan periods 


1961-1965 1966-1969 1969 1966-1970 
actual actual actual plan 
Ааа fuses к ees 5.8 Sj ee Ш 7.7-8.5 
Виана gee eran 6.7 8.5 т) 8.5 
Czechoslovakia .... 1.9 73 6.5 4.1-4.4 
Eastern Germany ... 3.5 5.2 5.0 55 
ОН о a 4.5 7.0 6 3.5-3.9 
ох реа 6.1 6.3 575) 6.0 
Вощаша и. т. 9.0 7.8 7.3 Can 7/5 
В че 5.7 6.9 6.0 6.6-7.1 


а Domestically distributed national income. 


Other sectors less sensitive to the vagaries of the 
weather have also evidenced a tendency towards retar- 
dation. A slackening of growth rates over the past four 
years can be observed in global industrial output, except 
for eastern Germany and Poland. Industrial growth rates 
in 1969 were from 1-3 per cent lower than the averages 
for 1966-1969, a tendency even more pronounced in the 
construction industry. Again with the exception of 
eastern Germany (with a mildly accelerating growth rate) 
and the Soviet Union, where the deviation from the 
average for the 1966-1969 period was negligible, the de- 
celeration ranged from about 1 per cent in Czechoslovakia 
and 2.5 per cent in Hungary and Poland to 6-9 per cent 
in Romania and Bulgaria. 

On the whole, if the temporary agricultural setback is 
disregarded,? the decelerations in 1969 were induced by 
supply factors rather than by a slackening of demand.° 
Various bottlenecks in fuel, energy and other materials 


2The general performance and tendencies for acceleration or 
deceleration in agriculture cannot be measured within the short 
time-span of the present quinquennium. However, as will be 
shown in section 3 of this chapter the progress achieved in agriculture 
in the recent past has been a stabilizing factor in practically the 
whole region, sustaining the aggregate growth rate of the economy 
in comparison with earlier years. 

8 Only in Hungary was the slow-down in the growth rate of 
industry connected with demand factors. Trade organizations 


supply branches seem to have been the main causes of 
the decline in the growth rate of industry and construction. 
Delays in the completion of new capacities also created 
difficulties. This led in several countries to the adoption 
of policies designed to improve the balance between 
investment demand and available resources (concen- 
tration of efforts on completions, restriction of new con- 
struction starts, etc.). A slackening of employment 
expansion also contributed to the deceleration in output 
growth in several countries. 


It is difficult to assess the implications of these supply 
bottlenecks on future growth possibilities. It seems that 
in most countries the problems should be overcome within 
the near future. In four countries (Bulgaria, eastern 
Germany, Poland and Romania) renewed acceleration of 
the growth rates of net material product has been planned 
for 1970 which would more than counterbalance the 
planned deceleration of the growth rates in Albania, 
Czechoslovakia and Hungary. If the plan targets for 1970 
are exactly fulfilled, the combined east European growth 
rate would increase from 5.4 to 5.8 per cent which, how- 
ever, 1s still a lower rate than the one recorded for 1966- 
1969. In the Soviet Union, a similar growth rate to that 
achieved in 1969 is planned for 1970, lifting somewhat the 
total computed growth rate for the area as a whole and 
implying that the growth deceleration observed in the past 
two years will be checked in 1970. 


In part I of this SURVEY estimates have been provided 
of long-term growth trends in the period 1965-1980.4 
There may be some interest in comparing actual growth 
rates in 1969 and in the four years 1966-1969 of the 
present medium-term plan period with these long-term 
trends. The rates of growth of national income recorded 
in 1969 exceeded the estimated long-term trends in 
Bulgaria, Czechoslovakia and Hungary, were about equal 
in Romania, slightly lower in eastern Germany, some- 
what more so in the Soviet Union, but considerably lower 
in Poland. The weighted average rate for eastern Europe 
and that for the region as a whole (including the Soviet 
Union) was about one-half percentage point below 
the long-term trend estimates. In this comparison, the 
effect of the short-term fluctuations induced by the per- 
formance of the agricultural sector in the individual 
countries becomes even clearer. 


Of more interest is a comparison of the annual average 
growth rates in 1966-1969 with the long-term trend esti- 
mates of aggregate growth. In the past four years, prac- 
tically all countries of the area had a growth rate equal to, 
or exceeding, the estimated rates for 1965-1980. The 
recent annual growth rates were from 1.5 to 2 percentage 
points higher than the long-term estimates in Hungary, 
Bulgaria and Czechoslovakia; in the other four countries 
actual results were close to the long-term estimates, with 
deviations from —0.2 to +0.5 percentage points. The 
weighted average growth rate for the whole region 


were slow in placing new orders in the first half of the year in view 
of the stocks accumulated in previous years. 

4 Part I, chapter 2 and table 2.31. The tentative nature of 
these estimates should be borne in mind in reading the above 
text. 
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(including the Soviet Union) was one percentage point 
higher than the long-term trend estimate. 

Several countries—but particulary the Soviet Union— 
had exceptionally high growth rates in the first two years 
of the present quinquennium, lifting the annual average 
for the period 1966-1969. The comparison with the long- 
term trends shows that the recent retardation of growth 
rates brought them down to a growth path more in line 
with long-term trends. Indeed, the supply bottlenecks 
referred to above show that the peak rates achieved in 
1966 and 1967 could not be maintained. This holds true 
for practically all the countries with the exception of 
Czechoslovakia, where recent growth rates are still well 
above the estimated long-term trend. 

In considering these developments several important 
facts stand out: while there appears to be a certain simi- 


larity between the deceleration observed in the later stages 
of the second half of the 1960s and the decline of growth 
in the early 1960s, the swing in growth rates has nowhere 
been as pronounced as in 1961-1965; moreover, the 
average growth rate of aggregate output in 1966-1969 has 
been higher than in the preceding medium-term plan 
period in all countries of the region except Romania. 
Very likely, the planned growth targets for the current 
five-year plans (1966-1970) will be fulfilled or even ex- 
ceeded in all countries, while in the previous medium- 
term plan period actual performance fell short of the 
original plan targets. On balance, it may be concluded 
that changes in the planning and management system, 
introduced in the second half of the 1960s, have con- 
tributed to a more even growth pattern than in the 
preceding quinquennium in most countries. 


(ii) Trends in employment and labour productivity 


The previously observed tendencies towards a slowing 
down in employment growth were further strengthened 
in 1969. It appears from incomplete and preliminary data 
that, while total non-agricultural employment in most 
countries expanded at more or less even rates in the 
second half of the 1960s, employment grew at a faster 
pace in the services and slowed down in the material 
branches of the economy. 

There are not sufficient data to assess changes in em- 
ployment and productivity in the material sector taken as 
a whole. Observations must therefore be restricted to 
industry and construction (which together account for 
between two-thirds and four-fifths of total employment 
in the non-agricultural material sectors). 


In comparison with the preceding year, the growth of 
industrial employment slowed down in most countries in 
1969; only Romania and Bulgaria increased their rates of 
growth of industrial employment. As can be seen from 
table 2, the slowdown was more pronounced in the Soviet 
Union than in eastern Europe taken as a whole. Industrial 
employment remained practically unchanged (as in previ- 
ous years) in eastern Germany and grew at considerably 
reduced rates of half a per cent in Czechoslovakia, and 
2 per cent in the Soviet Union. Furthermore, the growth 
of 3 per cent in Hungary and 3.4 per cent in Poland rep- 


resent a deceleration of growth in industrial employment. . 


The deceleration in employment expansion was even 
more pronounced in construction (see table 17). Only in 
Hungary did employment increase in that industry at a 
faster rate (by 7 per cent) than in the preceding year. In 
the Soviet Union the same employment growth (3 per 
cent) as in 1968 was reported. In all other countries 
smaller additions to the labour force than in 1968, or even 
an absolute decline in employment (in Czechoslovakia 
and, probably, in Bulgaria), were either reported or are 
implied by the greatly reduced output figures. 

Developments in 1969 accentuated a trend which has 
been apparent throughout the present medium-term plan 
period. Thus, in the Soviet Union, growth of industrial 
and construction employment has considerably slackened 
in comparison with the early years of the current Five- 
year Plans. The same can be said for most of the other 


countries of the region. Romania is an exception, at least 
with respect to industrial employment where a steadily 
rising trend has continued during the present quin- 
quennium, while employment growth in construction 
considerably slowed down in the last two years. In 
Hungary no clear trend over the past four years emerges 
in industrial employment (but the growth recorded for 
1969 was nevertheless lower than the annual average for 
1966-1969), and in construction a rising trend seems to 
prevail. In the other countries the slowdown in em- 
ployment growth both in industry and in construction is 
clear—even if the rates of deceleration vary from country 
to country. 


A further reduction in the growth of employment is 
planned for 1970, at least for industry, in most countries 
of the region. For Romania this implies a reversal, and 
for the others a continuation, of past employment trends. 
Bulgaria even plans an absolute reduction in the level of 
industrial employment. In the Soviet Union a mere | per 
cent employment growth in industry is foreseen; this 
would be the lowest rate of increase since the war. Only 
in Czechoslovakia is a mild acceleration of growth of 
industrial employment planned (from 0.6 to 0.9 per cent). 


However, when considering the plans for 1970 it has 
to be borne in mind that employment targets have usu- 
ally been over-fulfilled in the past—in some countries by 
a considerable margin. Except for eastern Germany and 
possibly Czechoslovakia, actual industrial employment 
growth in 1969—though slower than in preceding years— 
was still faster than foreseen in the plan for that year. 
Even if the current year’s targets are exactly met, actual 
employment growth in industry during the whole of the 
present Five-year Plan period would still be faster than 
planned in Czechoslovakia, Hungary, Poland, the Soviet 
Union, and very likely in Romania. Only in eastern 
Germany did industrial employment follow the plan, 
while in Bulgaria actual employment growth will be 
slightly less than the planned rate for 1966-1970. 

Notwithstanding certain likely deviations from the plan, 
the fact remains that the region has apparently entered a 
stage of development where the previous high rates of 
employment intake in the main productive branches of 
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the economy are unlikely to continue. It is difficult to 
make a general assessment of the causal links between the 
slowdown in output and employment growth. While 
supply bottlenecks and policy decisions have caused a 
deceleration in construction output which, in turn, may 
have induced a smaller demand for labour, it seems that 
—at least in some countries or regions (especially in the 
Soviet Union)—labour shortages in industry may have 
been an important factor in the industrial slowdown. 
This may not imply an exhaustion of labour resources 
but rather the need for an accelerated development of 
the tertiary sector. 


In view of the observed deceleration of employment 
growth, which was more pronounced than the slowdown 
in production, growth rates of labour productivity have 
been remarkably steady in most countries in comparison 
with the previous year. In comparison with the period 
1966-1969, rates of growth of labour productivity have, 
in most countries, increasingly become the main element 
In output growth. 


Hungary is the only complete exception to this pattern. 
Both in industry and in construction, employment growth 
equalled output growth in 1969 with no apparent produc- 
tivity gain, which can only partly be explained by a 
shortening of the working week from 48 to 44 hours. In 
Romania too, no improvement is apparent in the produc- 
tivity ratio in industry, while in construction no data are 
available for 1969. However, a comparison of 1968 with 


Percentage share of productivity growth in output growth а 
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1969 1966-1969 


Industry Construction Industry — Construction 


Bulgarian ee 64 100 * 57 54 
Czechoslovakia .... 89 110 ий 70 
Eastern Germany 100 * 51 96 58 
Eun gay geen ee = — 50 31 
Ро в. 61 84 55) 56 
Воа а 53 686 64 54 с 
WSS Rik sage con 69 58 66 52, 


ee eee нь 


а Calculated from the logarithm of growth indices. 
Ь 1968. 
с 1966-1968. 


the period 1966-1968 also shows an improvement in the 
relative contribution of productivity to the growth of 
construction output. In all the other countries, produc- 
tivity ratios in industry and construction® improved in 
1969 in comparison with the first four years of the present 
medium-term plan period, as can be seen from the 
following table. 


5In eastern Germany the productivity ratio decreased in the 
construction industry due to a high intake of labour in the past 
two years. 


(iii) Efficiency and intensive growth 


The increasing share of productivity gains in output 
growth may indicate the effects of the new growth strategy 
formulated at the time of elaboration of the current 
five-year plans,® especially in the highly industrialized 
countries where growing concern about the qualitative 
achievements of the economy was accompanied by efforts 
to improve its efficiency. The new strategy reflected the 
view that economic development could no longer be based 
essentially on quantitative factors of numerical growth 
of the labour force and on high rates of expansion of 
capital investment; a new pattern of intensive growth had 
become necessary. This development is likely to continue, 
as demonstrated by a recent policy statement re-emphasiz- 
ing the paramount importance of the qualitative factors of 
economic growth in the Soviet Union at the present stage 
of development.’ 


6 Cf. Economic Survey of Europe in 1966, chapter II, pp. 44-45. 


7 A leading article in Pravda, 13 January 1970, which summarized 
the findings of the December 1969 Plenary Session of the Central 
Committee of the CPSU and of the Seventh Session of the USSR 
Supreme Soviet stated, inter alia, that “ Raising the efficiency of 
production has become a key problem, primarily because there has 
been a change in the main factors of our economic growth. While 
previously we were able to develop the national economy mainly 
using quantitative factors, that is by increasing our manpower 
numerically and by high rates of growth of capital investments, 
it is now necessary that above all we rely on qualitative factors 
of economic growth—the raising of efficiency and the intensity 
of the national economy. We must increase production and improve 
the quality of output by making fuller and more rational use of 
existing production capacities, by renewing equipment, by intro- 
ducing the achievements of modern science and technology and by 


A diminishing contribution of employment growth to 
output growth, which has been the rule in most countries 
of the area in the present quinquennium, is only one of 
the manifestations of intensive growth. Another change 
is the trend ш returns to input, which can be’traced with 
the help of incremental capital-output ratios. 


As will be shown below (see section 4), in four of the 
seven countries of the region the capital-output ratios 
are likely to decline between 1961-1965 and 1966-1970, 
and will remain unchanged in a fifth country. In only two 
countries has the increase of the investment ratios not 
been matched by corresponding additions to the national 
income, with a consequent increase in capital output 
ratios. The tendency towards falling or stable capital 
coefficients, indicating an improvement in investment 
allocations, gives the planning authorities the choice be- 
tween a steady rate of growth at a reduced or constant 
investment ratio on the one hand, and an accelerating 
rate with an unchanged or proportionally rising invest- 
ment ratio on the other. High priority may still be 
attached to the expansion of investment but the condi- 
tions of the initial extensive growth model—where a 
given growth rate could only be maintained by increasing 
the share of accumulation and reducing the share of 
consumption—are no longer valid. 

This tendency also offers possibilities for a gradual 
change of the structure of accumulation which may be 


a conscientious attitude to every minute of working time, to every 
machine and to every gram of raw material and fuel.” 
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defined to include all quantifiable factors of growth of the 
national product. Indeed, under contemporary conditions 
it may be argued that accumulation should include not 
only net fixed capital investment and changes in stocks, 
but also the resources allocated to education and to 
research and development.® Using such a concept, one 
can observe that investments in the means of production 
have shifted to a considerable degree in recent years 
into the sphere of ‘‘ investments in human resources — 
on which all scientific and technical progress finally 
depends. As will be shown in section 7 of this chapter, 
considerable financial, material and human resources have 
been devoted in all countries of the region in recent years 
to increasing economic and technical efficiency by planned 
development of science and technology, and by measures 
devised to encourage the introduction and absorption of 
technological innovations into productive processes. 


One of the ways in which science enters the economy 
as a productive force is through the priority development 
of science-intensive branches and products. Section 2 of 
this gives some evidence of recent changes in the branch 
structure. of industry which bears on this subject (see 
table 3). While present national statistics do not permit 
a thorough investigation of the problem by means of a 
more refined breakdown, the data nevertheless show that 
the “ growth” industries in the centrally planned econ- 
omies are precisely those branches and sub-branches 
where the application of research results and rapid intro- 
duction of technological innovation are particularly 
important. 


Disregarding the temporary setbacks attributable to the 
adverse climatic conditions in 1969, technical progress 
has definitely entered the sphere of agriculture in the 
centrally planned economies (see section 3 of this chapter). 
Under the impact of improved agro-techniques and ш- 
creasing industrial supplies to the farm sector, the growth 
of agricultural output in the past five years has accelerated 
when compared with the previous five-year period, and it 
seems that the potentialities of farm production in the 
Soviet Union and the east European countries are ex- 
panding. This development also opens new possibilities 
for progressive changes in the growth pattern. 


In discussing new growth patterns, the interrelations 
between the production of producers’ and consumers’ 
goods can also be posed in a new way. Falling, or at least 
stable, capital coefficients provide larger opportunities for 
a faster expansion of the consumer-goods sector than 
under conditions of accelerated industrialization and 
extensive growth. There is not sufficient statistical evi- 
dence to trace the relevant developments for the entire 
economy but, at least for some countries of the region, 
changes in the relative rates of growth of the producer- 
and consumer-goods sectors in industry can be observed.® 
The Soviet Union succeeded in consistently narrowing the 


8 Cf. Gerhard Schilling, “‘ Zur Bestimmung der perspektivischen 
Entwicklung der volkswirtschaftlichen Forschungs- und Entwick- 
lungsaufwendungen’”’, Wirtschaftswissenschaft, No. 7, 1968. The 
author advocated adopting such a broader concept of accumulation 
and proceeds to quantify within it the share of R and D in eastern 
Germany in the 1955-1970 period. 

® Cf. section 2 below of this chapter. The discussions of this 
subject in section 2 relate to the global output concept while the 


gap between the growth rates of the two groups during 
the present five-year plan (the consumer sector expanding 
faster in the last two years—a trend not likely to be main- 
tained for a longer time-span). So did Bulgaria and 
Czechoslovakia, at least in the period 1965-1968, while 
in Poland—in spite of the intentions of the plan—only 
modest structural changes in the relative growth rates of 
the two groups were achieved. 


In previous years it used to be a widespread practice to 
identify economic growth in the centrally planned econ- 
omies with the growth of global industrial output. There 
were some valid reasons for such a simplification: indus- 
try was by far the most dynamic sector and its growth 
rates (much higher than in other sectors) were decisive 
for the entire economy; the slow increase of the net contri- 
butions to total output of a still large, but not sufficiently 
developed, agricultural sector and only slowly expanding 
material services were frequently a drag on the growth of 
the net material product. In recent years in most countries 
of the region the contributions of the other sectors—and 
especially of transport, domestic and foreign trade—have 
become more important; there is a definite tendency for 
the ratio of the net material product growth to the in- 
dustrial growth to increase." 


There is so far hardly any information on the net contri- 
butions of individual sectors to the growth of the net 
material product in 1969. However, a comparison of 
growth rates of global industrial output (assuming similar 
rates for gross and net output) and of national income 
shows that in the Soviet Union, for example, industrial 
output grew by only 1 percentage point faster than total 
output (even though agricultural output suffered a set- 
back); and in Czechoslovakia and Hungary national 
income growth was faster than that of industry. In the 
other countries (except for Poland) the observed tendency 
towards a narrowing of the gap. between the respective 
growth rates also continued in 1969, although in that 
year adverse short-term fluctuations in agriculture influ- 
enced the ratios. 


Moreover, it is the growth of final products and not 
that of production itself that is decisive for the growth of 
consumption, investment and exports. In previous years 
the rates of growth of global industrial production, total 
deliveries and final deliveries * to investment, consumer 
markets and exports largely coincided. If anything, 
complaints were voiced that final deliveries grew at a 
slower rate than total deliveries or output itself, signalling 
unjustified stock formation of non-saleable products. 
Statistical information on changes in growth relationships 
of these indicators is not available for all countries of the 
area, but in those countries for which data are available 
there are indications that with increased efficiency in pro- 


relationships discussed in the above text pertain to the net material 
concept. The implied assumption is that “‘ пе! ”’ proportions move 
in the same direction as “‘ gross ’’ proportions. 

10 The relationship between the growth rate of consumers’ and 
producers goods is of course influenced by the degree and pattern 
of international specialization of a country. 

11 СЕ. part I, chapter 2 of this Survey, and table 2.20. 

1? п addition to final deliveries, total deliveries include supplies 


of intermediary products to the domestic economy, including 
industry itself, | 


duction and greater flexibility in responding to demand 
final deliveries grew faster than total deliveries, which, in 
turn, grew faster than global industrial production (see 
section 2). This certainly seems a positive development, 
the obvious explanation of which is a substantial stock 
reduction or deceleration in stockbuilding. However, 
there may be additional causes such as a decline in inter- 
industry deliveries in relation to global output. It has 
been pointed out that the past emphasis on global output 
as a major indicator and success criterion was associated 
with uneconomic transactions between enterprises and 
often, too, with inefficient use of inputs. A greater empha- 
sis on the economic returns of the enterprises may there- 
fore have induced not only a reduction of unnecessary 


stocks but also the elimination of superfluous inter- 
industry shipments. 


In tracing new growth patterns, foreign trade develop- 
ments in the area are of particular interest (see section 6). 
The acceleration in growth of the foreign trade of the 
region, which after a setback in the mid-1960s began in 
1967, continued in 1969. This widening of foreign trade 
relations occurred simultaneously with a deceleration in 
the growth of net material product, with the result that 
the trade elasticity of the area (ratios between trade and 
NMP growth) increased from 1.0 in 1967 to 1.2 in 1968 
and about 1.6 in 1969. At the same time, foreign trade 
within the region increased in 1969 at a somewhat slower 
pace than trade with the ~est of the world. Trade with 
western Europe in particular—but also with the devel- 
oping countries—expanded faster than total trade turn- 
over of the region. 


These changes in trade relations pose new problems for 
growth and development as well as new possibilities. 
Trade with the developed market economies, and espe- 
cially with the industrialized countries of western Europe, 
is conducted in convertible currencies which cannot be 
earned by trade within the area nor, to a large extent, 
by trade with other areas of the world. The possibilities 
of earning convertible currencies by exports to the de- 
veloped market economies therefore set, by and large, 
the limits for mutual trade expansion. However, devel- 
opment of foreign trade within the region is also an im- 
portant element for further intensive growth. The solution 
of balance-of-payments problems has therefore become— 
especially in some countries—an important prerequisite 
for the steady growth of the economy just as, on the other 
hand, imbalances in foreign trade relations have con- 
tributed to undesirable fluctuations in the investment and 
national income growth rates. 


The positive features in the recent growth pattern have 
inevitably had an impact on trends in living standards. 
The deceleration in the rate of growth of national income 
which occurred in several countries in 1969 was naturally 
also reflected in a certain slowdown in gains of consumer 
incomes in real terms. However, in at least four countries 
for which statistical evidence is available at the time of 
reporting, real wage gains of 3 to 5 per cent per wage- 
earner were recorded in 1969 (see section 5). Together 
with earlier gains in 1966-1968, this will not only ensure 
implementation of the five-year plan targets but also a 


faster increase in over-all living standards than in the 
previous medium-term plan period." 


As has been reported before, the quest for greater econ- 
omic efficiency in recent years has been connected with 
an improvement of the planning and management 
systems. An important element of these reforms were 
measures aimed at increasing the initiative and responsi- 
bility at lower levels of decision-making, while at the same 
time strengthening the role of central policy and planning 
direction based to a greater extent on economic means of 
plan implementation and control. Recent experience has 
shown that these institutional changes have greatly in- 
creased the emphasis in economic policies on propor- 
tional development and economic equilibrium. In several 
countries, instabilities developed in consumer markets, in- 
vestments and foreign trade, indicating excess demand. 
While it might be expected that a change-over to more 
complex planning and management methods would 
reinforce and bring into the open imbalances in a number 
of areas, it has to be recognized that these problems have 
become pressing in some countries. The strategic problem 
for these countries is to apply policies capable of im- 
proving the balance in consumer markets, investments 
and foreign trade without forfeiting the improvements in 
over-all and micro-economic efficiency which were gener- 
ated by the changes in planning and management. 


In this section an attempt has been made to give an 
over-all review of issues and problems which arise in 
connexion with intensive growth patterns. A word of 
caution is necessary. What can be seen and analysed up 
to now is no more than the beginning of a change-over 
from extensive to intensive growth. The urgency for 
change and the possibilities of accomplishing in the near 
future a complete shift to an intensive-growth pattern 
differs widely from country to country. Individual coun- 
tries are also likely to have different scales of preference 
relating to goals, as well as to measures, in accordance 
with their size, natural and economic endowment, and 
the development level reached. 


There can be no doubt, however, that many precon- 
ditions have to be fulfilled to set the economies of eastern 
Europe and the Soviet Union on an intensive-growth 
path. These may consist in improvements of the sectoral 
and branch ‘structures of the economy, in large-scale 
modernization of industry, in mechanization, automation 
and rationalization of production processes as well as in 
the adoption of appropriate policies and measures to 
promote technical progress, further international special- 
ization and a wider application of up-to-date management 
techniques, combined with suitable material and moral 
incentives at the micro-level of the economy. Some of 
the preconditions mentioned—the list of which is by no 
means exhaustive—can be, and actually have been, im- 
plemented in some of the countries within a reasonably 
short period. Many of them, even if introduced immedi- 
ately would only yield results in the long run. However, 
a definite beginning has been made in recent years as the 
following sections of the SURVEY will show. 


13 Economic Survey of Europe in 1966, chapter II, p. 51. 


2. INDUSTRY 


In 1969, global industrial production in the region 
advanced by an estimated 7.1 per cent, compared with 8 
per cent in the previous year. In the east European coun- 
tries considered as a group, growth was somewhat faster 
than in the Soviet Union and the rhythm of expansion 
was also steadier. In fact, the recorded production growth 
rate in this area (7.5 per cent) exceeded—whereas that for 
the Soviet Union (7 per cent) fell short of—the estimates 
derived in part I, chapter 2 of this Survey, thought to 
represent the long-term trends of growth in the period 
1965-1980.14 

Notwithstanding the slower growth of output, labour 
productivity in both regions expanded at about the same 
rate as in 1968. The growth of industrial employment 
slowed down, significantly in the Soviet Union and less 
so in eastern Europe (see table 2). 


The less satisfactory production results in 1969 than 
in 1968 were tc some extent a refiection of the different 
climatic conditions in these two years. The hard 1968/69 
winter strained transport capacity, delayed construction 
activity and tended to intensify pressure on available fuel 
and electric energy supplies. The effects of the prolonged 
and severe winter on industrial output were felt rather 
sharply in the Soviet Union during the early part of the 
year, and were evident in a number of other countries 
with greater force in the latter part of the year. The slow- 
down in the flow of agricultural supplies, in some coun- 
tries dating back to the 1968 harvest and in others to the 
set-back suffered as a result of the 1969 climatic con- 
ditions, was another factor in slowing down industrial 
growth. 

It is difficult to identify other common factors which 
may have had an especially strong influence on industrial 
performance in 1969; nor is it easy to provide a general 
characterization of the present situation in the various 
countries. In the Soviet Union, the lag in the development 
of basic material-producing branches in relation to pro- 
cessing industries which has been evident for some time 
(owing mostly to delays in the completion of new ca- 
pacity) has been, apparently, the main factor behind the 
increasing strain on fuel energy and other material 
supplies. In Bulgaria, a decline in the growth rate of 
industrial completions and raw material imports was a 
restraining factor; the latter was also important in 
Romania. In eastern Germany, transport difficulties were 


14This is on the assumption that in 1969 growth rates in net 
output were close to the growth rates of gross output. The projected 
growth rate of net industrial output for the period 1965-1980 for 
the area as a whole (from table 2.31 in part I, chapter 2, and applying 
the same weighting system as is used in table 2 of this section) is 
7.3 per cent. It is 7 per cent for the east European countries as a 
group and 7.4 per cent for the Soviet Union. 


particularly acute, adverse weather conditions having 
accentuated a structural lag. In Czechoslovakia, climatic 
conditions combined with a variety of other factors to 
exercise a dampening effect on output growth. Foremost 
among these factors were a slow-down in the growth of 
imports of raw and basic materials, due partly to the 
competing claim of other imports and the generally in- 
adequate response of the productive system to plan 
incentives. In Hungary, transitory problems—under- 
standably arising from the trials of reform—have been a 
predominating influence. 

The branch patterns of industrial growth in 1969 are 
shown in table 3. While the chemical industry remained, 
in a number of countries, the fastest growing branch, in 
others—notably in the Soviet Union—its growth rate was 
lower than that of the engineering and metal working 
industry. Moreover, as can be seen from table 4, wide 
differences between countries continued to exist in the 
growth rate of the chemical industry in relation to the 
growth of total industrial production, ranging from a 
coefficient of 1.2 in eastern Germany to 2.3 in Hungary. 
The elasticity of growth of the engineering and metal- 
work industry with respect to the growth of total in- 
dustrial production was much less varied, ranging from 
1.3 in Czechoslovakia and Hungary to 1.7 in the Soviet 
Union. In relation to the over-all industrial growth rate, 
the expansion of the fuel industry was particularly fast 
in Bulgaria and Czechoslovakia, where the growth rate 
was 2.4 and 1.6 times that of total industrial output, 
whereas in Romania it amounted to only one-half of 
that rate. In Hungary, output of the fuel industry actually 
declined slightly, thus differentiating the inter-country 
pattern even more. A notable development in 1969 was 
that in a number of countries, including the Soviet Union, 
the elasticity of growth of the fuel industry with respect 
to the growth of total industrial production rose sharply, 
partly in response to increased requirements—the effect 
of a hard winter. Exceptionally big differences among 
countries occurred in the relative growth of the energy 
industry, the growth proportion ranging from a coef- 
ficient of some 0.4 in eastern Germany to 2.7 in Hungary. 
This contrasted with the pattern in 1968 when the range 
was between 1.0 in eastern Germany and Poland and 
1.7 in Czechoslovakia. The growth rate of ferrous metal- 
lurgy exceeded the growth of total industrial production 
in eastern Germany, Hungary and, possibly, Romania. In 
the other countries a growth coefficient of between 0.5 and 
0.9 was registered in all cases, the rates being significantly 
lower than in 1968, except in Czechoslovakia. In all 
countries of the group except Poland, a significant decline 
in the relative growth rate of the building materials in- 
dustry occurred in 1969. Only in Romania did the 
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TABLE 2 


Global output (A), Employment (B) and Output per man (C) in industry 


rt I Oe ale I heey SE pee Е 


Average annual 


Country and indicator Annual percentage changes Percentage change 
1966 1967 1968 1969 1969 1970 1966- 1966-1970 
plana actual plan 1969 five-year 
actual plan 
Albania 
ооо о т 8.7 
Bulgaria 
TaN, er et a ane oe 2:4. 55 10.4 eS 10.0 8.2 11.6 1:2 
ВР ПК. 2914 Sl 7 aed 355 —0.7 4.8 Вы! 
Кг DT 8.0 91 a 6.3 9.0 6.5 5.9 
Czechoslovakia 
АЕ жди 5. TA isl 5,5 7.2 5:2 6.5 6.3 5.6 
Г tek И 2G Л 1:2. го 0.6 0.9 1.4 0.8 
Се Rube 6 a) 4.2 о 4.6 Da) 4.8 ila 
Eastern Germany 
и 06:3 6.5 6.1 7.0 7.0 8.4 6.5 6.5-7.0 
Bs eather лье 103 0.3 0.3 ae ae В 0.3 
С 60 6.2 5.8 ee ae ae 6.2 
Hungary 
а. 46.8 8.9 5.3 6.0 3.0 6.0 6.0 5.7-6.3 
Вх аа 1.4 Sy 4.0 2.1-2.4 3.0 2.0-2.5 2.9 1.4 
Или 52 5.4 1.0 3.8-3.5 0 3.9-3.4 ро 4.2-4.9 
Poland 
SS iy oo We ТА 7.7 9.4 8.3 8.9 7.3 8.4 7.6 
133" 80s о tare eer 9.5 4.2 3.6 3:3 3.4 1.9 3:7 DES: 
С. в 3.4 5.6 4.9 3 5.2 4.5 Sal 
Romania 
о tees. ee eels, 095 11.6 10.8 10.7 11.3 OR LON AIAG 
Byres ts hy ih Gee 3:5 3.8 4.5 3.7 4.9 25 4.2 
РЯ 8.1 9.3 6.8 6.8 5.5 8.8 7.4 


Eastern Europe < 
TaN rie iol 7.0% В tA Ef 8.1* Us US UD 


Diep eee ets oS 2.6 DG 6 2.4 ae 2.6 
510% 57% 4.9* Pin 0% Be aye 

Soviet Union 
AAR Ie ee ees, 87 10.0 8.1 eS 7.0 6.3 8.5 8.1-8.5 4 
В О 38) 358 1.3 2.1 1.0 3.2 | 
(о at о аи ИЯ 6.5 4.6 5.9 4.8 5.2 SE) 5.9-6.2 


Eastern Europe and 
Soviet Union < 


Seca Aan ee TMP erg Mic 16s 8.0* Wes elie 6.7* 8.3% 
не oe SD 3.1 3.1 oe 2:2 re 3.0 
CO on adn ae aed 6,3% 4.8* ad 4.8* fe 5,1" 


Sources : National statistics, plans and plan-fulfilment reports. 

Norte. — Except where otherwise indicated, output data refer to ‘‘ gross production’’. The data cover state and 
co-operative industry only in Albania, Bulgaria, Hungary, Poland and Romania. For the Soviet Union, they 
exclude industrial activity on collective farms, for eastern Germany, handicrafts. Employment and productivity figures 
are in many cases derived from the other available data. 

a Targets set in original plans. The figures shown in the table may differ from those implied in the reported data on 
the actual change during the year and the percentage of plan fulfilment, either because of plan modifications or 
because of differences in the base. Original plan figures are usually related to preliminary estimates of the base 
year: plan-fulfilment reports, as a rule, relate to the final returns of the base year. 

Ь The figures refer to “ commodity production’’ which is not strictly comparable with gross production because the 
former excludes work in progress. Г 

с Рог the method of weighting output see Economic Survey of Europe т 1962, part 1, chapter I, р. 3, footnote 2. 
Beginning with 1966, the weight system has been shifted to a 1965 base. A comparison of the new with previous 
weights was given in Economic Survey of Europe т 1966, chapter И, р. 4, table 2, foonotet d. 

d Original plan directives; the plans have been subsequently changed to an average of 8.9 per cent. 
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TABLE 3 


Indicators of industrial activity by main branches 


(Annual percentage changes in global output) 


1966 1967 1968 1969 1969 1970 
plan actual plan 
Albania 
Petroleunly 0 о ве 9 12 21 PANS 
Coalémining oe... acmtes a. 5) Cones ot) oat cess 17 12 13 - 
Mimberandewoodssands рареге в ее 11 7 13 bg 
Chrometore as se oot eens ee ee ce eae Mes a: 6 19 13.8 
GoppereOreerws ео 56 10 54 13.0 
erro=nickel ik. gue te ek ee) ey о 43 34 ae 19.0 
Нресвостромегя a cei Mo er eee as she 24 34 PA ae 
Engineering and metal-working ........ 40 2) 28 22.9 
О В, ¢ бон о ао а 5 180 61 12.8 
С ЕО 5 6 6 6 6 5 6 oo 6 oo 4 29 34 16.7 
Glasstandaceramicsie-me pre memer nani ereer te ae 17 ae 
ighteindusthicsaee. aa. ce ae Gee ee 10 13 15 1:2, 
Food! processing ses) te о а в во к 5) 3 11 7.6 
Bulgaria 
оо Romo CURE ares ones Br ern 11.4 9.4 10.7 52 24.5 
Ре ето 127 16.6 155 си = 
ТЕКО ВЕЕТ 6 5 oo o 5 6 6 a oo oc ИЗ 27.3 22.2 >. 9.0 
АИ О ПИЯ 5 5 5 5 bp ooo В 6.8 4.1 = 3.8 2 
Engineering and metal-working ........ 20.0 20.6 122 = ое 11.0 
ОНО Иа! 10 5 5 6 6 9 6 6 oH Bo 20.0 20.2 26.8 22.5 18.4 55 
Building ОО Smear a meme ae ee 8.8 17.0 8.4 ne 87 
himbersand wood РГО es). ne 3.9 4.4 a) se 6.3 
Cellulosesandipapetereseicmrs ima ene mene eee PIES) 22.4 16.9 ae 6.4 
GIES ANG) GELS 5 oo 8 ga on oS oo GO 8 14.6 25 13.6 т. 8.4 
ее rece) ee een ee 7.8 11.0 7.6 “8 8.7 
Clothing aie mercer ое. 27.6 21.0 ERS) mis 29 
hur ЕО ОР Ее АЕ оо оавоовос 17.8 14.5 13.4 oe Siz) 
СООО Во 6 о 6 5G 6 oO eo 0 oo 8.4 8.1 4.7 or 4.6 
Czechoslovakia 
Tle etn eee ars ees say Rey Pe cea nae es tbo) 3.0 6.3 i 8.5 
ENE IVa weeny eee оо ne: 7.4 8.4 9.2 es 5:7 
ОО ОЕ 5 5 oo 5 6 bo 6 oo 5) Bal DUS 3:2 
ООО ПИ Ао оо ооо ово 10.4 9.8 Tall in : we 
Engineering and metal-working ........ 10.6 ee) 7.6 2 6.9 7.0 
(ОАО ЕО МЫ Бо ооовоовоов 11.4 11.1 5.9 a 9.4 
ИО О RIES. о go uo o co ou 5 5 oe 95 8.2 5.6 ts 32 2 
Timber and! wood) processingy. =). 4) ae Tel! ed 4.6 st x. Я 
Себе ава рареги п в : 4.8 1/55 4.3 5 sr. 
СЕВ 80] ЧП Бо бо воооьое о 9.6 7.6 1:5 a on 15.0 
Ех 555 ee ee ae te a, ea) ae eee 6.2 а НЫ ve 3.8; 6.7 
А о а ет 5.4 6.6 3.8 ae 4.1 5.8 
ure leathermand  foOotweak ur) sa ca ce 5.9 5 4.4 a 5.8 3.6 
ООО! FROSTING 5 о о bb oo bo oO bo ok 4.5 Sul 4.2 №3 4.6 
Hungary 
М en BL. hes Gute nae eo hticco act De) -1.5 55) © 1 
ВЕТРУ nts о о ee eee 9.5 9.4 6.1 7 8 8.5 
Metallussy ls и 7.1 6.4 6.0 6 4 
НИЕ о а 8.6 9.8 7.4 7 4 7 
@пеписа ава тио ве 9.0.0. se eee eee 2.5 15) 10.4 9 7 12 
Building та(епа1$ .......... и 9.8 ИЗ ID Hes) —5 5 
О о ооо 6) eek аа 6.3 10.4 1.9 3.0 —2 
HOOGEPROCESSIN о, оо ав боссов на 2.9 eS 3.8 5.5 4 4 


In 
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TABLE 3 (continued) 


Indicators of industrial activity by main branches 


(Annual percentage changes in global output) 


i hh aaa... ee eee ene 


1966 1967 1968 1969 1969 1970 
plan actual plan 
Poland 
о ee eon op eee ae ee eee 4.5 4.1 О 8.4 8.2 6.0 
IBTCTS Vai ole ИИ р Pe <<a wav Eteincihic 8.5 И.Е OFT 8.7 3 7.9 
ОТ ИУ Se 4 Sb 6 65 пола 6.4 6.8 4.8 Bal 4.5 5.0 
огонь DNAMOTPR is ow 6 6 6 6 oe ood ewe 6.2 10.7 5.6 10.9 ТУ 8.3 
Engineering and metal-working ........ 9.6 10.8 14.3 12.9 13.5 10.0 
Ehepmicalssandenib bere en en ene nee 12.8 14.1 14.2 11.4 12.4 12.8 
ТВ ЕЕ о о о обосоюосбобб 6.9 7.8 9.3 6.1 UP 6.2 
Timber and wood processing ...... eho с 3.9 5.0 7.6 4.9 Sell 6.0 
(COMMONS intel ORE 6 0 6 oa eo be eo 5.0 4.9 5.6 4.2 5.0 3.0 
Glass ОЕ оо, eR a И. 6.8 9.0 6.9 6.7 6.6 
ЕЕ вв а ee о 7.0 4.4 8.0 6.3 U2 5.6 
оо pte ca ts Gentil oe oe eS 7.1 7.0 6.6 8.3 Vell 
EeatherrandetOotweales at nee) men eee 859 51 Oe) ЭЙ Ты 4.9 
ООО ооо а core оо 46 5 6 Go x 4.9 DS 2.6 2) 2.8 Ц 
Котата 
о о ет расе 5.0 55 6.3 4.94 
ОИ о. = ar ey Rese eet А ИЕ a ia ее 20.7 DIES 13.6 16.1 
я А ББ бо sr sees = из 16.5 15.0 
Non-ferrous metallurgy. . . : 23.6 10.5 12.4 a 8.4 Re 
Engineering and metal-working ........ 1325 16.7 e723) 13.6 15.3 13.8 
Chemicals and rubber 21,5 Daal 17.4 19.0 19.1 21.4 
Building materials . SW aA OR eR aCe 92 13.8 Woo! 172.5) 11.8 
(timber ап wood: processing |. ss. 4. = = 4.7 6:7 6.3 8.4 
Cellulose and paper . . = farm alle ans i aa 22.6 SS) 15.6 2.0 
Gilasseanclachinidiuess доо вов cies) Е 5.4 10.5 6.9 14.8 
хе днс wie amen РЕ ах 10.0 13.6 8.0 8.8 
Clothing ee ree 17.4 16.2 5.9 12.6 
Fur, leather and footwear) 5 ss <2 2.9. 6 « EF 10.7 12.9 a 6.7 oe 
"Сю оз шоп So ec a fen с 9.0 8.3 8) or 2.3 9.0 
Soviet Union 
ive lee ee anne ASP asset Satta ore ae RIMM te 6.4 6.4 4.0 5.0 ats 
of which: 
(Coal Bees ae и 12 1.7 —0.2 0.0 2.0 2.0 
ЕН о & 6 5 4 op 4 9 to 6 0.6 с 9.1 8.7 7.0 551 6.1 6.4 
а Пр ую, ета 12.4 9.7 7.0 8.7 7.0 8.0 
р ее ев tne) а 9.0 8.8 10.0 9.0 
Меа ито оо и нае 9.0 8.0 7.0 ats 4.0 
Engineering and metal-working. ....... - 12.0 1273 12.0 9:7 12.0 Oe 
Ghemicalseer eee ee Coreen cee 12.8 ial 12.0 10.4 10.0 
Buildimeymatertals) ео 9.1 9.5 7.0 7.0 4.0 
Timber, wood working and paper. ..... . Bro и. 4.0 3.0 
Glass and china . ; a Me В: 10.6 у и ae se ee 
ИЕ TOTES og о оо а oe 2 5 бес 8.8 11.0 9.0 Te) 6.0 5:5 
Hood processing... 2 ео 4.3 7.5 5.0 5.0 4.0 5.0 
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Sources: National statistics and plan-fulfilment reports. 


Note. — Coverage the same as in table 2, except for Bulgaria and Hungary where the data relate to State industry. The 1969 plan data refer to targets in original 


plans. For Hungary, the figures represent adjusted daily averages of output. 


а Data for first nine months. 


growth rate of this industry exceed somewhat Ше 
industrial average; in the other countries the pro- 
portion remained between 0.4 and 0.8, except т 
Hungary where the industry’s output declined signifi- 


cantly. By comparison, in most countries the range 
in 1968 was between 0.6 and 1.0 and, whereas Hungary 
and Romania have similarly marked the limits, the 
over-all spread was between 0.3 and 1.6. The growth 
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rate of the light industry was between 65 and 86 per cent 
of the growth of industrial production, except in Hungary 
which registered a decline. This represented an improve- 
ment in some countries and in others a deterioration as 
compared with the preceding year. The situation was 
different for the food-processing industry, the growth 
proportion of which declined in most countries, rather 
sharply in Czechoslovakia, Poland and Romania. Only 
in Hungary was it higher than in the preceding year. 

Changes in the level of production of some major 
industrial commodities are shown in appendix table I. 
Output of electric power in the area as a whole rose by 7.5 
per cent, against 8.4 per cent in the preceding year. Coal 
output, accounting for about 50 per cent of the area’s 
fuel supplies, rose 3.5 per cent and oil output by 5.8 per 
cent, the former marking a higher and the latter a lower 
rate than in 1968 (1.5 per cent and 6.9 per cent respective- 
ly). Expansion of natural gas output continued at a 
relatively faster and steadier rate of 8.1 per cent. Output 
of rolled steel rose by 3.7 per cent, markedly slower than 
in 1968 (5.8 per cent). 

The plans for 1970 envisage a somewhat higher growth 
rate than in 1969 in Czechoslovakia, eastern Germany, 
Hungary and Romania, and a lower rate in Albania, 
Bulgaria, Poland and the Soviet Union. With the index 
for the area heavily weighted by Soviet industrial pro- 


duction, the plans foreshadow a continued deceleration 
in the over-all rate. However, if realized, growth in the 
east European area as a whole, would be higher than in 
the past year. 


In the Soviet Union the 1969 increment brought the ~ 
average growth rate of industrial production in the past 
four years to 8.5 per cent, the 1970 plan providing for an 
increase of 6.3 per cent. If exactly fulfilled, this would 
imply an average growth rate of 8.1 per cent in the five- 
year period 1966-1970, which is still within the margin of 
8.0 to 8.4 per cent indicated in the directives of the 1966- 
1970 plan, although significantly lower than postulated 
in the subsequently modified plan (8.9 per cent). 


In the east European countries, industrial production 
in 1969 reached a level which was, everywhere, suf- 
ficient to assure the attainment of the goals for the present 
quinquennium contained in the medium-term plans. In 
fact, should the 1970 plans be fulfilled, Albania, Czecho- 
slovakia and Poland would substantially over-fulfil their 
targets—Albania very substantially.* Eastern Germany 
and Romania would reach the upper limit of the target 
figures, whereas Bulgaria and Hungary would just achieve 
their targets. 


15 The extent of over-fulfilment is such as to raise the question as 
to whether the plan was not restrictively modest. 


TABLE 4 


Growth rates of some major industrial branches as a proportion of over-all industrial growth rates 


Branch Bulgaria Czechoslovakia Eastern Hungary Poland Romania Soviet Union 
Germany @ 

1968 1969 1968 1969 1968 1969 1968 1969 1968 1969 1968 1969 1968 1969 

uch yi sa ies Sey eine о eee oe 1.0 2.4 1.1 1.6 030 05% O76 © 1.0 0.9 0.6 0.5 0.5 0.7 
nergy Niet оо Slee 1.5) 28 947 et 1.04 0.44 1,3 et} 1.0 1.0 12 1.6 1.2 1.3 
Ferrous Е 5 бо бобр PR 0.9 0.5 0.6 0.9 ileal 12. (ee! 0.7 0.5 1.4 ne 0.7 0.6 
Engineering. ........... i2- 15" bA- 13 14h 13% о о ee 
(Chemicalst gp eae t eet ns eee 2.6 1.8 fall 1.8 1.3 1:2 2 23 Md 1.4 1.5 eo 5 1.4 
Building тпабета о ee eee 0.8 0.4 10 0.6 0.3 e 0.6 0.8 1.6 1.1 0.9 0.6 
ПЕ SNOWY с 5 6 5 oo oo oe 0.8 0.7 0.4 0.9 0.7 0.9 0.6 © bs +f 0.8 0 ileal 0.9 
194966! ое 5 5 6 5 o @ 0 5 oO 0.5 0.5 0.8 0.3 0.8 13 0.4 0.2 0.5 0.2 0.6 0.6 


Sources; Derived from data in tables 2 and 3. 
а Output by industrial ministries. 

5 Coal mining. 

с Mining. 


d Electricity generation. 
е Branch output declined. 
J Partly estimated. 


(i) The Soviet Union 


The 7 per cent increase in Soviet industrial production 
was slightly less than originally planned. But, the plan 
target being lowered because of difficulties experienced in 
the first quarter, the results were better than those fore- 
cast in the revised plan. Moreover, the volume of in- 
dustrial deliveries was reported to have risen in accordance 
with the original target." 


Industrial employment rose by 2.1 per cent in 1969 


which, although in excess of the plan, was the smallest 

SING figure on changes in the volume of sales has been made 
available, however. It must be noted that it is only recently that 
references have begun to appear concerning this indicator. The 
volume of sales differs from the volume of output mainly because 
of the exclusion of changes in stocks and work in progress. 


Industry 
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increase in the present decade. A further deceleration is 
expected in 1970, reflecting the appearance of labour 
shortages in some regions (particularly in the east and 
some of the central European areas) and generally the 
increased emphasis on “intensive” growth. Industrial 
labour productivity rose by 4.8 per cent as against 5.9 per 
cent planned, but slightly more than in the preceding year. 
In 1970, the growth rate of productivity is to be stepped 
up to 5.2 per cent, despite the planned decline in the 
growth of output. 

Profits in industry rose by 10 per cent in 1969, as 
compared with 14 per cent in the previous year. Nearly 
thirty-six thousand enterprises—or three-quarters of the 
total—are now operating under the new planning and 
management system. These accounted for 84 per cent 
of industry’s output and 91 per cent of its profits. 


As can be seen from the figures below, the slow-down 
in the growth rate of industrial production in 1969 was 
mostly due to the relatively unfavourable development 
in the first quarter. But growth in the second and fourth 


quarters was also lower than in the corresponding 
quarters of 1968. 


Soviet industrial production 


(Index changes from corresponding period of the preceding year) 


—_ee_—sessn nn eee — 


Quarters 
First Second Third Fourth 
Average 1964-1968. 109.0 108.7 108.0 108.2 
1966 . 107.9 108.1 108.9 109.5 
1967 . 110.9 110.3 110.3 108.5 
1968 . 109.3 108.7 106.6 107.8 
1969. 106.0 107.8 107.2 107.0 


Data for individual Republics indicate only a slight 
slowing down in the growth rate of industrial production 
in Byelorussia and the Ukraine in 1969. Both Republics 
have expanded production at a rate exceeding the country- 
wide average and considerably exceeding the global 


TABLE 5 


Soviet Union: estimated composition of producer- and consumer-goods output by type of products 


(Percentage of total) 


1965 1966 1967 1968 1969 

Producer goods Ч 
Fuels . 8.0 7.8 fe ee ss 
Electric energy 322 3:2 3.2 Shy? 3.3 
Metals Ее. 8.6 8.7 8.5 8.4 8.1 
Machinery and equipment 26.8 27.5 28.1 28.7 30.3 
Chemicals . ane 8.6 8.9 9.2 9.5 9.7 
Construction materials . awe 8.1 8.1 8.0 7.9 ТЫ 
Timber, pulp and paper products . 7 6.8 6.6 6.3 6.0 
Products Оо Пао ance) LO: 5:5 eyed 15:7 55 
Products of the food-processing industry. 14.1 155 132 12.8 12.4 

Consumer goods 4 
Products of the light industry . 30.6 ВЫ 8155 31.8 31.8 
Products of food-processing industry 48.0 46.8 45.7 44.5 43.6 
Cultural and amenity goods 1.5 iW 12.8 13:7 14.6 
Other? . 10.0 10.0 10.0 10.0 10.0 


nn nn ee EEE aI IS 


Source: Derived on the basis of sectoral indices of output and the 1965 shares as given by Ju Peshekhonoy in Voprosy 


Ekonomiki, No. 3, 1968. 


Norte. — With some exceptions, obtained on the assumption that the share of producer goods and of consumer goods 
in the output of the individual industrial branches has remained unchanged since 1965. The estimated increase in the 
output of the two sectors on the basis of this assumption is as follows (per cent): 


Producer goods 
Consumer goods 


1966 1967 1968 1969 
ма 859) 10.0 8.6 7.4 
7.0 9.8 7.8 6.2 


It can be seen by comparing the above figures with those provided in the text that, while the 1966 figures for both 
sectors and the 1967 figure for the producer-goods sector are practically identical, some differences arise in other cases, 
particularly in 1968 and 1969, the estimated growth of the producer-goods sector being higher and that of the consumer- 


goods sector lower than that which was actually registered. 


This reflects the inadequacy of the underlying assumption, 


especially with respect to the composition of output of the light and food industries, an increasing proportion of which 


was apparently directed to the consumer market in both of the years mentioned. ; 
ning of this note refer to (а) output of “cultural and amenities goods’’ for which indexes are 


The exceptions mentioned at the begin- 
available (see footnote 19 on 


р. 14) and (b) to “ other’’ consumer-goods output for which it was assumed that their rate of expansion was equal to that 


of consumer goods as a whole. 


а п 1968, the relative shares of producer- and consumer-goods output in total industrial production was 74.4 and 
25.6 per cent respectively in terms of wholesale prices at the enterprise level, excluding turnover taxes levied on 
raw-materials inputs of the light and food-processing industries. 


b Includes fuel, energy, 


metals, construction materials, glass and ceramics and some other non-specified products 


turned out by predominantly producer-goods industries for supply to the consumer market. 
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production targets, as shown by the following figures 
(percentage increases over previous year): 1" 


1967 1968 1969 1969 1970 

plan actual plan 

Byelorussian SSR... 13 и 95 11 9 
Wikrainianies Ss Rae 9 8 6 7.6 5.8-6.0 


The “lead” established for the first time in 1968 of 
the consumer sector was preserved in 1969, and the 1970 
` plan provides for a structural growth pattern even more 
favourable to this sector. As can be seen from the figures 
below, in 1969 the producer- and the consumer-goods 
sectors reduced their growth rates proportionally and the 
growth relationship was exactly as planned. The 1970 
plan provides for a growth ratio of the producer to the 
consumer sector of 0.90—the lowest figure in the post- 
war development period. If realized, the growth of the 
two sectors would be practically identical for the five- 
year plan period. 

A, В. 
Producer goods Consumer goods A/B 


Annual percentage changes 


бое 9.4 7.0 1.34 
Об ERS 10.2 9.0 1.13 
О и. 8.0 8.3 0.96 
О Е 3 6 «6 co a 6 UP ps) 0.96 
обама eens 6.9 UP? 0.96 
ПО Е 5 6 6 6 a c 6.1 6.8 0.90 
Average percentage change 

1966 to 1970 directives .  8.3-8.7 7.4-7.9 1.12-1.10 
1966 to 1970 modified 

Рае. 9.2 8.3 1.11 
1966 to 1969 actual . . 8.6 8.2 1.05 


As can be seen from table 4, the composition of the 
output of both the producer- and the consumer-goods 
sectors has been undergoing considerable changes in 
recent years. Within the producer-goods sector, the share 
of machinery and chemicals has been rising steadily, that 
of electric energy has remained rather stable, while that 
of the other branches has tended to decline.® Within 
the consumer-goods sector, the rather pronounced shifts 
included a sharp rise in the shares in “сита and amen- 
ity goods” (about 75 per cent of which consist of 
consumer durables) and a corresponding decline in the 
share of foodstuffs. Developments in 1969 tended to 
accentuate these trends, particularly with respect to the 
rising shares of machinery output in the producer-goods 
sector, and of durable goods in the consumer-goods 
sector. The supply of some consumer durables is still 
inadequate, however, and a further steep rise in their 
proportion is to be expected." 


ue Additional information on output of major commodities in 
the Byelorussian and Ukrainian Republics is given in appendix 
table II. 


18 With the exception of light industry, the estimates for which 
may be subject, however, to a relatively wide margin of error 
particularly in 1968 and 1969. See footnote to table 5, 

ae Production of “‘ cultural and amenity 5004$ °” rose by 13 per 
cent in 1969, making the average growth rate in the past four years 


14.3 per cent. In 1970, production should rise by a further 11.6 per 
cent. 


Changes in the growth rates of the various branches 
included a slight acceleration in the fuel industry and a 
slow-down in the other branches except in engineering 
where growth has remained remarkably stable since 1965. 
The slow-down was moderate in the energy, food-. 
processing and the—already slowly-expanding—timber, 
woodworking and paper industries, but was more 
pronounced in the chemicals industry and rather strong 
in metallurgical, building-materials and light industries. 


The growth of the fuel industry increased from some 
4 to 5 per cent, reflecting a resumed expansion of coal 
output. The growth rate of natural gas output was 
maintained, but that of petroleum declined further. 
Measured in terms of calorific content, the increase in 
supplies was apparently greater than in the preceding 
year. An intensification of strains occurred, however, 
in the first quarter—this being the effect of an extremely 
hard winter. In order to cope with the situation, special 
measures had to be undertaken by a decree of the Council 
of Ministries with the object of speeding-up production 
and economizing on the consumption of fuels. 


Coal output rose to a level of 608 million tons, a 2 per 
cent increase over 1968, and the plan for 1970 calls for an 
output of 618 million tons. The latter figure, although 
lower than that contained in the directives (some 650 
million tons), reflects a renewed interest in the expansion 
of output.2° However, as was mentioned in last year’s 
Economic Survey for Europe, the main tasks facing the 
coal industry are those of improving the product mix 
(increasing the share of coking and other high quality 
coals), modernization and re-equipment. The task of 
modernization was the subject of a special decree of the 
Council of Ministries in April 1969, setting forth a 
programme for the next six to seven years. At present, 
mines with some 80 million tons of extracting capacity 
are in the process of being modernized and re-equipped. 


Oil output reached 328 million tons in 1969, slightly 
more than postulated in the annual plan and in line with 
the five-year target.7 But natural gas output—183 
billion cubic metres—was once again below target. 
Difficulties in the development of new deposits situated 
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The 1966-1970 plan for the expansion of the coal industry had 
apparently been abandoned as no increase in output was postulated 
in the 1968 and 1969 plans. 


1 ОЕ the total increment of 19 million tons, about 9 million 
was obtained from western Siberia, about 3 million from western 
Kazakhstan (Mangyshlsk Peninsula) and 1 million from the new 
Byelorussian fields. The current d: velopment plans for these regions 
were described in last year’s SURVEY (see chapter II, footnote 81, 
page 121). The Siberian oil industry is developing faster than was 
foreseen until recently. Having provided its first supply. of oil only 
five years ago, the western Siberian region produced 6 million tons 
in 1967, 12 million tons in 1968 and 21 million tons in 1969. The 
1970 target is now 30 million, compared with 25 to 30 million tons 
provided for in the directives, and plans are to turn the area into 
the largest producing region in the Soviet Union. According to a 
decree of the Council of Ministries published in January 1970, 
production is to reach 100 to 120 million tons by 1975 and 230 to 
260 million tons by 1980. Steps are envisaged to improve housing 
and transportation and otherwise overcome difficulties presented 
by terrain and climate. Notwithstanding the added expenditure on 
infrastructure, production costs are expected to decline, as the scale 
es Ae increases, the region becoming the cheapest producer 
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in the eastern and northern territories, and in the instal- 
‚ lation of pipe lines in distant regions (aggravated by the 

exceptionally severe winter), as well as engineering prob- 
lems in the production of large diameter pipelines, have 
been mentioned as the cause of the lag. 

Output of the power industry increased by some 9 per 
cent, production of electric energy rising 8 per cent and 
generating capacity by about the same rate. Similar 
changes are expected in 1970, the plan postulating an 
output of 740 billion kWh with generating capacity 
reaching 166 million KW. As in the past year, household 
consumption, particularly in rural areas, is scheduled to 
grow at a faster rate than total supplies: 


Planned increases (percentages) 


1969 1970 
О ООВ се оли 7.0 
РИ ИЕ 6 аа оо бою ов 11.5 м 
Urban population. ...... 9.4 9.0 
Rural population ....... 11.4 14.0 


The 4 per cent increase in output of metallurgy was the 
lowest obtained in the 1960s. Output of ferrous metal- 
lurgy rose by some 3 per cent and that of non-ferrous 
metallurgy by some 7 per cent,” the former somewhat 
less than planned and the latter about equal to the planned 
rate. The rate of expansion of steel and rolled products 
output—which had been low in 1968—underwent a 
further decline (steel from 4.7 to 3.7 per cent and rolled 
products from 4.4 to 2.6 per cent); the 1970 plan now 
provides for production of steel and of rolled products 
below the targets envisaged in the five-year programme.” 
Some upturn in the expansion rate for ferrous metallurgy 
is expected in the current year, steel output being sched- 
uled to rise by 4.1 per cent and finished rolled metal 
output by 4.9 per cent. For non-ferrous metals, the 1970 
plan calls for a 6.7 per cent rise in the production of 
aluminium, 5.7 per cent in copper and 7.2 per cent in zinc, 
apparently giving a total figure in line with that attained 
last year. 

The engineering and metal-working industry over- 
fulfilled its production target for the fourth consecutive 
year. As in the previous year, the rate of increase in 1969 
was 12 per cent, as against a significantly lower annual 
target and an 11.2 per cent annual average postulated in 
the five-year plan. Above-plan production was reported 
by all industrial ministries, the margin of over-fulfilment 
once again being highest in the section under the ministry 
for instrument-making, means of automation and control 
systems. As can be seen from the figures below, this sec- 
tion expanded production by as much as 19 per cent, a 
further improvement over the rate in the preceding year. 
Relatively little change was registered in the growth rates 
of the other sections, the most pronounced being those 
in the chemicals and petroleum machine-building and 
the machine tool sections in which output grew at a 


22 Data refer to output changes in enterprises under the ministries 
of ferrous and non-ferrous metallurgy, respectively. 

23 Production targets of 124 to 129 million tons of steel and 95 to 
99 million tons of rolled products were given in the directives. The 
targets were later modified to 124 million tons of steel and 94 million 
tons of rolled products. 


somewhat slower rate, and in the machine-building for 
light industry, food industry and household appliances 


sections in which output grew at a somewhat faster rate 
than in 1968. 


Index numbers 
(preceding year = 100) 


Industrial Ministry 1967 1968 1969 


Heavy industry, power and trans- 
port machine-building. .... 109 106 107 
Construction, road building and 


civilengineering ....... 111 lati 111 
Chemicals and petroleum machine 

building wee ere var ens eee eae 111 112 110 
Metal tool and tool industry... 111 ПИ 109 
Motor-vehicle industry. ..... 113 111 110 
Tractor and farm machine-building 109 107 108 
Machine-building for light industry, 

food industry and household 

29325 3 2 6 bo 5 6 6 6 6 114 109 111 
Electrical equipment industry . . 109 110 109 
Instrument-making, means of auto- 

mation and control systems . . 117 118 119 


Few indices have been published on changes in output 
of individual items, and the meaning of those that are 
available has tended to become increasingly restricted as 
a result of product changes in the direction of greater 
diversification and quality improvement. Little change 
was reported in the production of such major items as 
metal cutting and pressing machine tools expressed in 
units, electric generators and motors expressed in terms of 
driving power, and metallurgical and oil equipment 
expressed in terms of weight. Although output of enter- 
prises under the ministry of the motor-vehicle industry 
rose by 10 per cent in terms of constant prices, the number 
of motor-vehicles rose by only 5 per cent (of which 
passenger-cars by 4.7 per cent, trucks by 5.5 per cent), 
the difference apparently reflecting shifts in the product 
Assortment.** Relatively large increments were reported, 
however, in the output of refrigerators (17 per сет), 
television sets (15 per cent) and washing machines (10 per 
cent). 


Little change is apparently to be expected in the growth 
pattern of the engineering and metal working industry in 
1970. The annual plan provides for a growth rate of 
9.2 per cent which is in line with the plans for the preced- 
ing years. The instrument-making and automation 
equipment section is to retain its lead with a 16 per cent 
growth rate, computer output being scheduled to rise 
40 per cent. In the tool industry, the production of 


24 А wide programme of reconstruction and modernization of the 
industry is being implemented. This includes in addition to the 
complete changes in the models of passenger-cars, far-reaching 
shifts in the assortment of trucks. Existing works are being re- 
equipped for the production of heavier types of trucks and con- 
struction has been started of a new plant in the Middle Povolzhie 
region which will be capable of turning out annually 150 thousand 
three-axle trucks (or diesel) of eight to eleven tons carrying capacity. 
Co-operation is envisaged with the French “ Renault ”’ firm in the 
production of both passenger-cars and trucks in accordance with 
a recently signed agreement. 

25 In spite of the rapid growth of refrigerator production in recent 
years, supply is still inadequate. In May 1969 a decision was taken 
to grant additional investments for the building of new plants and 
for the reconstruction of existing producing facilities. 
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automatic and semi-automatic lines is to increase by 
35 per cent, production of machine tools with pro- 
gramming control by 3.2 times and technological equip- 
ment for iron casting by 18 per cent. Output of farm 
machinery is to rise by 6.3 per cent to.a value of 2.1 billion 
roubles, the production of equipment for stock-breeding 
rising especially fast. Output of motor-vehicles is to 
reach a level of 922 thousand units, or 9.6 per cent higher 
than in 1968. This includes a 19 per cent increase in the 
output of passenger-cars and a 4.5 per cent increase in 
the output of trucks.” 

The 10 per cent growth of the chemical industry, 
although nearly as planned, represented a rather unsatis- 
factory achievement in the light of the five-year target. 
The expansion rate of this industry in the past four years 
amounted to an average of 11.9 per cent against a 14.8 per 
cent target. Rather modest results were attained during 
the year in such priority outputs as chemical fertilizers 
and artificial and synthetic fibres (growth rates of 5.9 and 
5.2 per cent respectively); and the output of plastics and 
resins also lagged behind the target even though it rose by 
12.4 per cent. A speed-up of the expansion of fertilizer 
and synthetic fibre production is currently expected, with 
growth targets for 1970 of 25 and 19 per cent respectively. 
Other important figures specified in the plan are an 
increase in the production of plastics and resins of 12.8 per 
cent and of synthetic rubber of 9.2 per cent. But shortages 
in the supply of some chemicals will continue to be felt, 
according to published statements. 


Poor weather conditions were apparently a factor in 
the continued slow-down of the growth rate of the timber, 
woodwork and paper industry. Timber and sawnwood 
sections were especially influenced, but the performance 
of the final product sections was also unsatisfactory. The 
increase in paper output (about 2 per cent) was less than 
planned. Production of furniture rose by 7 per cent 
against 10 per cent in the preceding year. This set the 
average growth rate during 1966-1969 at 8.7 per cent, 
which was still high enough to provide a basis for a 
significant over-fulfilment of the five-year target. 


26 The plan calls for the production of 527 thousand trucks, 
348 thousand passenger-cars (of which 30 thousand will come from 
the Volga plant built in co-operation with the Fiat firm), and 
47 thousand buses. 


The tasks now confronting the timber, woodwork and 
paper industry are in the direction of greater efficiency, 
a better utilization of production capacity and of materials 
input and an improvement in product assortment. Great 
attention is also being paid to increased use of chemical 
and chemical mechanical methods of wood-processing, 
which at present are still practised on a small scale. 


The light industry expanded its output by 6 per cent: 
although less than planned this was still an impressive rate. 
The slow-down after a period of exceptionally fast growth 
was said to be due to diminished supplies of agricultural 
raw materials, especially cotton and wool, the anticipa- 
tion of which prompted a revision of the original plan 
target (from 7.5 to 5.9 per cent). Average annual growth 
in the past four years has been 8.7 per cent, in sharp 
contrast with the much slower rates in the early 1960s and 
in excess of the five-year target of 7.8 per cent. Growth 
in the knitted outerwear section accelerated from 18 to 
20 per cent, and the ready-made clothing industry 
expanded production by 11 per cent. The latter, although 
representing a slower growth, meant a level of output of 
12.2 billion roubles (in retail prices) as compared with an 
8.7 billion rouble target in the directives for 1970. The 
five-year goal was also exceeded by the leather footwear 
industry, which in 1969 produced 635 million pairs of 
shoes as against 610-630 million foreseen (for 1970) in 
the directives. 

According to the 1970 plan, output of light industry is 
to grow by 5.5 per cent in the current year. Continued 
effort is being made to improve the quality and widen 
the assortment of production. A programme of moderni- 
zation and reconstruction in this industry, covering the 
years 1970-1975, has recently been adopted. 


The food industry continued to expand at a slower rate 
than planned, mainly owing to inadequate agricultural 
supplies, a significant gap having accumulated between 
plan and actual results in the past four years. The 4 per 
cent gain in the aggregate output of this branch reflected 
the unusually favourable growth of the fish and sea 
products section, the output of which increased by 16 per 
cent. The performance of the confectionary section, 
with a growth of 8 per cent, was also relatively favourable. 
Output of meat and meat products, canned foods, butter 
and dairy products remained little changed from 1968. 


(ii) East European countries 


The estimated 7.5 per cent increase in industrial pro- 
duction in eastern Europe hides a rather wide spectrum 
for the individual countries, growth rates ranging from 
3 per cent in Hungary to 11 per cent in Albania. Follow- 
ing the pattern of preceding years, the fastest expansion 
was recorded among the less-industrialized countries in 
the group—Albania, Bulgaria and Romania. In these 
three countries, global industrial production rose in 1969 
by between 10 and 11 per cent, in the two latter, at least, 
growth rates being above the estimated trend lines.2’ 
Poland followed with a rate of 8.9 per cent and then came 
eastern Germany with 7 per cent, both of these rates also 


exceeding the estimated longer-term trends. Czechoslo- 
vakia and Hungary had the lowest growth rates; in both 
countries they were below the long-term trends. 


Eastern Germany was the only country where the rate 
of growth of industrial production was higher in 1969 
than in the preceding year. The slow-down was marked 
in Albania and Hungary, and rather slight in all the other 
countries. In some countries, a slowing down had been 


27 Reference is once again made here to the projected trend 
values for the period 1965-1980, as shown in table 2.31 of part I, 
chapter 2 of this SURVEY. 
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foreshadowed in the annual plans, but only in Poland 
was the plan over-fulfilled, rather wide gaps being regis- 
tered in Czechoslovakia and Hungary. In this respect, 
the situation—though somewhat similar to that in 1968 
contrasted sharply with that during the first two years of 
the current five-year plan period, when industrial output 
plans were everywhere considerably over-fulfilled. 


Quarterly production indices (seasonally adjusted) 
indicate that Romania was the only country with a 
steadily-rising level of production throughout the year 
(see text table below). In Poland, there was very little 
growth in the fourth quarter and in Bulgaria no growth at 
all in the third quarter. In eastern Germany, most of the 
growth occurred in the first quarter, although the second 
and third also brought some advance. In Czechoslovakia, 
production declined in the first quarter and remained 
unchanged in the second; it rose only in the third and 
fourth quarters. In Hungary, growth occurred only in 
the third quarter. 


Seasonally-adjusted indices of global industrial production 
in eastern Europe 


(1965 = 100) 
Quarters 
Country 1 Е Il Ш lv 

Bulgaria 

О о. 140 143 143 148 

о Па 154 158 158 161 
Czechoslovakia 

По и. 118 118 118 124 

[S60 ae ое 2 122 127, 132 
Eastern Germany 

USGS een Ree ee 117 120 120 124 

ISTO) ect ил. 127 128 131 130 
Hungary 

Рае ох 121 125 123 123 

О о oe ye 124 123 129 128 
Poland 

ISOS eee he: ete. 124 123 128 129 

LOGO Rr ae a: 134 136 140 141 
Romania 

LOGS т я 135 140 145 144 

Хой ce Me о а 149 154 158 162 


Sources: Derived from national statistics; and United Nations, ECE, Statistical 
Indicators of Short-term Economic Changes in ECE Countries. 


At the time of reporting, no details are available on the 
development of Albanian industry in 1969. Global 
industrial production was reported to have risen 11 per 
cent—the most dynamic areas being oil extraction, ferro- 
nickel mining, engineering and the building materials 
industries. Output of the light and the food-processing 
industries (still accounting for three-fifths of industrial 
production) must have risen at a significantly lower rate 
than in the preceding year, reflecting the slow-down in 
agricultural supplies following the 1968 harvest. The 1970 
plan provides for a growth rate of industrial production о! 
7.5 per cent (producer goods by 7.9 per cent and consumer 
goods by 7.1 per cent). 


A slight speed-up in the rhythm of industrial expansion 
and the continuation of the exceptionally high growth rate 
of labour productivity enjoyed in the preceding two years 
were among the important tasks for Bulgarian industry 
in 1969. In neither of these areas has performance been 
fully as planned. Global industrial production was 
reported to have risen 10 per cent, which—although 
almost matching the performance of 1968—was some- 
what less than expected. Labour productivity grew by 
6.3 per cent and output per man-hour by 8.3 per cent,?8 
which, although representing a very substantial advance, 
was less than planned and fell significantly below the 9.1 
and 9.6 per cent rates respectively in the previous year. 
Moreover, the implied increase in employment of 3.5 per 
cent represented a reversal of the trend in the preceding 
two years, indicating a weakening of the effort to stem the 
inflow of labour from agriculture and to utilize more 
efficiently the labour force already recruited.?° 


The upswing in production in the last quarter of 1968 
had provided a good basis for the attainment of the out- 
put target, but bad weather conditions and organizational 
difficulties in some cases overshadowed the expected 
achievement. The freezing of the Danube and the sea- 
ports of the USSR created obstacles to the supply of 
imported materials. This was an impeding factor in the 
building industry and had an unfavourable impact on 
the output of a number of branches, notably the metallur- 
gical and chemical industries where delays in bringing 
new capacities into operation occurred. A lower than 
expected flow of agricultural supplies was another ele- 
ment limiting expansion. In some cases an irregular 
inflow of materials caused idleness of labour, with a 
detrimental effect on productivity growth. 


While exact data are not available, it would appear that 
the growth of the producer-goods sector was somewhat 
higher and that of the consumer-goods sector lower than 
in 1968.5 Among the predominantly producer-goods 
branches, the fuel, engineering and metal-working, and 
timber and wood-work industries, grew faster than in the 
preceding year; the fuel industry grew very significantly 
faster. By contrast the growth rates of the metallurgical, 
chemical, building materials, and pulp and paper indus- 
tries were much slower. Among the predominantly 
consumer-goods branches, the textile industry expanded 


28 The difference between the two indices is largely the effect of 
the shortening of the working week to five days in some parts of 
the industry. 

29 Changes in employment and labour productivity by branches 


were as follows (preceding year = 100): 
Employ- Output 
ment per man 
Fuel: Re Eta a eg ee = SHES 195.1 
[eOtimand steel eos reek Gb eriece wc s)he shoes 104.1 104.7 
Non-ferrous metallurgy. . . aoa Moen vomits 24 96.2 107.9 
Engineering and metal working ...... . 107.3 107.5 
Ghemicalsandenubber ne ee 106.8 110.9 
Gonstructiom materials. 4... 2... ... - 98.7 105.1 
Mimiber, ом "key se aces 100.8 105.5 
Textiles andrclotniieiss . ele) ss. se teens 103.9 102.5 
Fur, leathemand'shioes 7 4... 1... 8 5 102.3 101.4 
Food processing. . . Dated eal ИИ nea 99.4 105.2 


30 The plan provided for 12 per cent increase in producer goods 
and 10 per cent rise for consumer goods. In 1968, output of producer 
goods had risen by 11 per cent and consumer goods by 10 per cent. 
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faster than, and the food-processing industry at about the 
same rate as in the previous year. The growth rate of 
clothing and fur, leather and footwear industries decel- 
erated sharply, however. The expansion of output of 
consumer durables and other items turned out by pre- 
dominantly producer-goods branches was also apparently 
lower than in the previous year, presently accounting 
for about 26 per cent of the total of consumer-goods 
production.* 


Output of electricity increased 11.5 per cent, generating 
capacity rising by as much as a quarter. The fuel extrac- 
tion and processing industry increased production by 
24.5 per cent, mainly in connexion with an upsurge in the 
output of the oil processing industry.*? Coal output rose 
8.7 per cent after having remained unchanged т 1968.23 
The relatively slow growth of the iron and steel industry 
(9 per cent) as compared with past years masked a further 
substantial rise in output (of 18 per cent) of rolled prod- 
ucts; output of pig-iron and raw steel rose little (1.7 per 
cent and 3.7 per cent respectively) and remained signifi- 
cantly below plan.*4 The engineering and metal-work 
industry expanded production by 15.3 per cent, emphasis 
being given to radio-electronics, machine tools, means of 
automation and lift-transport sections.*® Although 
supplies to the consumer market registered a significant 
advance, output of television sets and refrigerators rose 
at a slower rate than in 1968: 14 and 30.5 per cent 
respectively, against 18 per cent and 51 per cent. The 
18 per cent increase in the output of the chemical industry 
reflected considerable gains in the output of plastics and 
synthetic resins (27 per cent), caustic soda (19 per cent), 
soda ash (18 per cent) and pharmaceuticals. Output of 
synthetic fibres, first started in 1968, rose 3.4 times. 
Taken together, output of the light industries rose by 6.5 
per cent (12 per cent in 1968), failing to reach the annual 


31 Of the remainder, the food industry accounts for 47 per cent, 
and the light industries (textiles, clothing and the leather, fur and 
shoe industries) for 27 per cent. 


32 Output of crude oil, accounting for a rather low proportion of 
the total, rose 42.5 per cent. The contribution of the oil-processing 
industry (working mostly on imported oil) was, apparently, more 
important, the following increases having been reported: gasoline 
39 per cent, diesel oil 40 per cent, fuel oil 30 per cent. During the 
year, capacities for processing of 400 thousand tons of crude oil 
became operational. 

33 Owing to significantly expanded imports and rising domestic 
production of crude oil, the share of coal in the total fuel supply 
has been dwindling rapidly in recent years: 

Per cent of total supply 


1965 1969 1975 plan 
(Corll о в < 62.3 49.7 37.0 
Oil and gas о а Е 31.0 45.6 60.6 
В 5s Же CP eee 6.7 4.7 2.4 


Ge The 1969 plan called for a production of 1,200 thousand tons 
of pig-iron, 1,650 thousand tons of steel and 1,250 thousand tons of 
rolled metals. The actual production figures were: pig-iron 1,130 
thousand tons, steel 1,520 thousand tons and rolled products 
1,215 thousand tons. During the year, the capacity of the iron and 
steel indusiry was expanded by the addition of a blast furnace, 
with an annual output of 517 thousand tons of pig-iron, electric 
furnaces for the output of 130 thousand tons of steel and rolling 
mill plant with an output of 500 thousand tons of rolled metals. 

36 The share of the instrument-making and computer techniques 
and electronics section was reported to have reached 12 per cent; 
it is to rise by 1975 to 35 to 40 per cent. 


target. The food-processing industry, although maintain- 
ing its growth rate, also expanded more slowly than 
planned, mainly because of the unsatisfactory results in 
animal breeding. 

According to the plan for the current year, industrial 
production is to rise 8.2 per cent and labour productivity 
9.0 per cent. The former is equivalent to the lowest 
target in the 1960s. On the other hand, the growth of 
labour productivity is for the first time set to exceed the 
growth of production. The decline in the industrial 
growth rate, while partly due to a slow-down in the rate 
of completion of new capacities, also reflects the desire 
for a more selective policy with respect to the develop- 
ment of various branches and sections. The latter is 
seen as a pre-condition for the heightening of the effec- 
tiveness of the economy and the raising of the “ social 
productivity ’ of labour. 

Measured in terms of global indices, the rate of growth 
of Czechoslovak industry was about the same in 1969 as in 
the preceding year. The economic disruption which began 
in the course of 1968 carried over to the early part of 1969, 
some difficulties being aggravated by poor weather 
conditions. It was only in the second part of the year that 
the rhythm of growth became stronger following the 
stabilization measures.*® Total output expanded by 
5.2 per cent, which was slightly less than the (upward 
revised) figure reported for 1968 but significantly below 
the target of 7.2 per cent stipulated in the annual plan. 


More disturbing than the relatively modest quantitative 
performance has been the appearance of grave shortages 
in the supply of a number of important producer mate- 
rials and products, and the inability of industry to meet 
consumer demand in a wide area. A particularly difficult 
situation prevailed in the supply of electric energy, coal, 
construction materials and some metals. A decline in the 
supply of some agricultural products—especially of 
meat and some imports of raw materials for the light 
industry—provided an additional barrier to expansion. 
Other discouraging features were the lack of interest on the 
part of producers in modifying their product assortment 
and in producing items in short supply, and the generally 
inadequate labour discipline. 

Industrial deliveries were more flexible in responding 
to the prevailing high pressure of demand and rose at a 
significantly higher rate than production, implying a 
substantial stock reduction. Total industrial deliveries 
increased by 6.8 per cent, and final deliveries (i.e. deliveries 
outside the industrial sector) achieved a rise of 9.5 per 
cent which, in relation to output growth, was unprece- 
dented. Both these indices compared favourably not 
only with those for 1968 but also with those for 1967, 
when the growth of output had been significantly faster 
than in 1969. The rate of expansion of export deliveries 


36 


This can be seen from the following output indices (comparable 


period of the preceding year = 100): 

First half of the year Third quarter Fourth quarter 
1967 a 106.0 106.8 109.7 
1968 a 106.2 КОЗУ 105.7 
1969 103.5 107.4 106.3 


а Figures slightly adjusted to correspond to the over-all growth rate reported 
for the year | 
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increased from 3.4 per cent to 8.0 per cent, while the 
growth of investment deliveries accelerated from 6.8 per 
cent to 14.0 per cent. The growth of deliveries to the 
consumer market was maintained at 8.6 per cent. 


Per cent Annual percentage changes 
of total - 
1969 1967 1968 1969 1970 
plan 


Total industrial deliveries а 


of which: 
Inter-industry deliveries . 
Final deliveries 38.7 6.8 6.5 9.5 ый 
Consumer market 16.5 5.8 8.7 8.6 6.3 
Investment ..... 4.4 2.0 6.8 
Export 130 


100.0 "6.7 = 5.47768 


61.3 hye Se a2 


а In comparable prices at the wholesale level, the price base changing each year. 


Output of producer goods rose at a higher rate than 
in the preceding year (6.1 per cent against 5.4 per cent) 
whereas output of consumer goods rose at a lower rate 
(3.8 per cent against 5.8 per cent). The change in the 
growth ratio of the two sectors represented a drastic 
change from the trend in preceding years, in which the 
structure of production has been changing continously 
in favour of consumer-goods output. 


Among the predominant!y producer-goods branches, 
the expansion of the fuel, metal-making and chemical 
industries was faster, and that of energy, metal processing 
and building industries slower, than in the previous year. 
The deceleration in consumer-goods output reflected 
primarily a sharp decline in the output growth of the food- 
processing industry, although the consumer durable 
section also developed at a slower rate than in 1968. 
The growth of the light industries 38 was faster, aggregate 
output having risen by 4.7 per cent against 2.3 per cent т 
1968. 


Output of the fuel extraction and processing industry 
rose by 8.5 per cent after the 6.3 per cent increase in 1968, 
thus marking the second year of rather fast growth. 
To a large extent this was apparently the effect of an 
expansion of oil processing.?® However, the coal industry 
also performed relatively well, output of brown coal, 
which had been stationary since 1965, rose by 5.4 per cent 
in 1968 and by a further 6.2 per cent in 1969, and the past 
year witnessed a revival of the expansion of hard coal 
output with a growth of 4.4 per cent. Taken together, 
the increment in coal output in 1969 alone amounted to 
some 5 million tons which, although very substantial, was 


37 This is indicated by the following figures: 


1965 1966 1967 1968 1969 
A. Producer goods ..... 9.2 8.3 Tes да 6.1 
В. Consumer goods. ... . 5.7 5.9 6.4 5.8 а 3.8 


а Revised figure. 

38 These include, in Czechoslovakia, in addition to the textiles, 
clothing, fur, leather and footwear industries, some sections of the 
glass and china industry as well as printing and publishing. 

39 While no data are available, this can be judged from the fact 
that crude oil imports rose from 7.4 to 9.3 million tons between 1967 
and 1969, i.e. by 27 per cent. 


insufficient to meet the rise in demand. Further develop- 
ment of the coal industry is now envisaged, this being 
contrary to postulates on which later revisions of the 
present five-year plan have been based.*° 


Electricity supply, which was still adequate in 1968, 
also fell below the level of demand, the 1.4 per cent 
increase in output being the lowest recorded in the past 
two decades. The expansion of output of pig-iron (1.3 per 
cent) and of steel (2.3 per cent) was extremely modest. 
Output of rolled products remained at the level of the 
preceding year“ and shortages were reported in the 
supply to the domestic market. The 6.9 per cent increase 
in the output of engineering and metal-work industry 
masked a somewhat higher increase in the output of 
consumer goods (8.2 per cent) than of investment goods 
(6.7 per cent). However, when compared with the preced- 
ing year, growth proportions seem to have been considera- 
bly less favourable for the consumer sector: 


Output indices 
(preceding year = 100) 


1968 1969 
Passengers-cars . 112.5 05:52 
Television sets . А 136.7 109.1 
Radios and record players . . 158.6 93.8 
Refrigerators. . 107.9 89.6 


@The small increase was reported to have been due to fire at 
the Mlada Boieslav works. 


Of the remaining predominantly producer-goods 
branches, the chemical industry increased production by 
9.4 per cent, including a 10.8 per cent increment in the 
output of basic chemicals. The building materials indus- 
try, on the other hand, expanded production by only 3.2 
per cent, which was inadequate to meet demand. 
Although some sections of the light industry raised 
production faster than in the preceding year, a tight 
situation was reported in the supply of most products. 
The downswing in the growth rate of the food-processing 
industry from 4.2 per cent to 1.3 per cent reflected a 
decline in meat output by 4.0 per cent, and of industrially 
processed milk by 5 per cent, whereas output of butter 
remained unchanged. 

Developments in the field of industrial labour produc- 
tivity were rather favourable in Czechoslovakia in 1969. 
The growth of output per man was somewhat higher than 
in 1968 (4.6 per cent as against 4.2 per cent) the expansion 
of employment being lower (0.6 per cent against 1.2 per 
cent). But more important than these changes was the 
fact that the significant shortening of the working week— 


40 Tt is not easy to identify the factors behind the sudden increase 
in demand and the ensuing need to modify the strategy for the 
development of the coal industry. The hard 1968/1969 winter is 
one explanatory factor, but others of a more structural nature have 
been cited as well. One of the explanations given by Mr. Hula, 
Minister of Planning, is that a more rapid rate of replacement of 
coal by oil had been envisaged than users were able or willing to 
accept, with a consequent disequilibrium in the structure of fuel 
output in relation to the pattern of demand. 

41 According to information available for 10 months, it would 
appear that the 3.2 per cent increase in the output of ferrous metal- 
lurgy was partly a result of changes in the composition of output. 
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which took place in connexion with the transition to 
a five-day week #—had no visible effect on produc- 
tivity. 

The 1970 plan aims at restoring balance in the spheres 
of both production and of market supply. In terms of 
industrial targets, this means an acceleration of the 
production growth rate to 6.5 per cent, and of labour 
productivity to 5.5 per cent. Emphasis is placed on basic 
material and energy-supplying branches, especially con- 
struction materials. However, output of consumer goods 
is also to be accelerated significantly particularly in those 
sections where inadequate supply of raw materials— 
rather than limitations in production capacity—has been 
the main impeding factor. 


Although a stringent situation in electricity and in fuel 
supplies had a detrimental effect on the development of a 
number of east German industrial branches, the 7 per cent 
increase in 1969 in global “commodity production ” 
compared favourably with the corresponding rise in 
the preceding year (6.1) per cent and was exactly as 
planned. As in the past, the increase in output was 
entirely due to higher output per man. Employment rose 
little, if at all, the rise in production being facilitated by 
the transfer of workers from some basic and light indus- 
tries to “‘ key development” branches.** Efforts have 
continued to introduce mechanization and automation 
on a large scale. 


The movement towards specialization and concentra- 
tion of industrial production seems to have accelerated 
in 1969. A series of new combinates has been established 
in branches which are of strategic importance for the 
implementation of the structural policy, and others are 
planned for 1970. The intention is to build up a spear- 
head sector within the industrial complex, where advanced 
technologies and modern management techniques will be 
applied. These combinates will be equipped with large- 
scale research centres and are to be given priority atten- 
tion in respect of automated production installations and 
electronic data-processing machinery. (See section 7 of 
this chapter.) 

Great efforts are also being made to promote a better 
utilization of available production facilities and a more 
rational use of material supplies. Complaints have become 
more frequent that modern expensive installations are 
often underutilized, that multiple shift work is not 
sufficiently applied ** and that the rhythm of production 
is very uneven during the year, causing unnecessary 
losses.** A high energy and ‘ material intensity’ of 


42 The change was to take effect beginning 1969. Previously а 
five-day working week alternated with one of six days. 

*3 Immigration of workers from other east European countries, 
especially Hungary and Poland, is known to take place. But it does 
not seem as yet to be of any great significance. 


14 Тре proportion of industrial workers in the second and third 
shifts (15.5 per cent and 7.3 per cent, respectively in 1968) has 
tended to decline slightly in the past three years. 

“Tt has been stated, for instance, that in the engineering and 
metal-working industry, production in January is as a rule 20 per 
cent lower than in December of the preceding year. The problem 
of excessive fluctuations of production in the course of the year, 
also present in other countries of the region, was described in the 
Economic Survey of Europe in 1965, part 1, chapter 1, Oy Thy Ш. 


production continues to come under criticism“ and 
attention has been drawn to the neglect of scrap-iron 
collection and possibilities of utilization of certain other 
waste materials. 


In view of the limited data available, the branch 
pattern of expansion of east German industry in 1969 can 
be examined only by means of data pertaining to indus- 
tries by ministerial departments. The figures presented in 
the table below (which do not fully correspond in coverage 
to the over-all growth figures shown in table 2) show an 
upswing in the rate of growth of output in all departments, 
most significantly in the output of basic industries, 
metallurgy and potash, and light industries. Growth 
rates substantially above average were attained by the 
electro-technical and electronics industries (although the 
plan target was not completely met) where output of 
“structurally important ” products is concentrated and 
by the processing machinery and transport equipment 
ministry. Some ministries, notably that for basic indus- 
tries, failed to fulfil their production targets whereas 
others performed better than planned. 


Annual percentage changes 


1969 

Industrial ministry 1968 1970 

Actual Plan Plan 

Basic industries’... + se ee 25 4.0 6 7.0 
Metallurgy and potash indus- 

try: 2-5 се Spi 8.0 8 4.7 

Chemical industry. ..... 7.8 8.4 9 113 

Electro-technical and electronics 8.6 11.4 13 at 


Heavy engineering and complete 
installations ene ee 4.7 6.9 8 8.2 
Processing machinery and trans- 


port equipment 9.3 10.4 э 9:5 
Light industry И ee < 6.2 6 6.4 
Locally administered industry 

and food processing. . . . 5.9 6.8 6 6.8 


а] аси ав mining of metal ore. 


The 2.9 per cent increase in the output of electricity 
was among the lowest in the post-war development period. 
Output of brown coal rose 3.3 per cent and of gas 3.4 
per cent. Output of fuel oils continued to rise at a fast 
rate of 24 per cent. In metallurgy a high rate of advance 
was registered in the output of rolled products (28.5 per 
cent), output of steel rose 2.7 per cent, while that of pig- 
iron declined by 10.1 per cent. While the engineering and 
metal-work industry performed rather well on the whole, 
output of a number of important consumer items con- 


*® Some data illustrating the problem of high “ material intensity ” 
were presented in the 1968 Survey (chapter II, р. 126). It has been 
stated more recently that the ‘* energy intensity ” of eastern Germany 
(measured in terms of calorific input per unit value of production) 
is 20 per cent higher than in other countries with a comparable 
industrial structure (Die Wirtschaft, No. 48, 1969, p. 6). 
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tinued to decline, or rose rather modestly as is shown by 
the following figures: 47 
/ 


Annual percentage changes 


1968 1969 
Раззепретесат ва ae ee 2.8 Se) 
Refticetatorge mea ae — 6.5 —10.1 
Ва и —12.6 — 7.9 
О На о мо в —15.6 —11.2 
Washing machines ..... 1.0 —20.2 
Vacuum cleaners. ..... 33 2.0 


In the chemicals industry, the expansion of basic 
product sections was rather slow. Output of chemical 
fertilizers rose 8 per cent, but chemical fibres 1.1 per cent, 
sulphuric acid 2.4 per cent, ammonium sulphate 6 per 
cent; output of such items as caustic soda, calcium 
carbide and soda ash declined. The industry would seem 
to be experiencing some adaptation difficulties in conver- 
sion from carbo- to petro-chemicals. Complaints have 
also been made about the organization of research and 
development whereby too much emphasis is placed on the 
development of new products while neglecting the 
improvement of production processes. Accelerated 
introduction of automated processing techniques is 
being envisaged. A special government decree aiming at 
the improvement of research organization in the chemical 
industry was issued in December 1969. 


Little information is available regarding changes in the 
output of the various sections of light industry, except 
that output of knitted goods rose slightly and that of 
leather footwear remained more or less unchanged. 
Within the food-processing industry, meat production 
is reported to have increased by 3.3 per cent and output 
of dairy products by 6 per cent, despite the marked 
temporary set-back in agriculture. 


The 1970 plan stipulates a further acceleration of the 
growth rate of total industrial commodity production, 
to 8.4 per cent. Output growth is expected to be espe- 
cially rapid in the electro-technical and electronics and 
the chemical branches. Some transfer of labour to basic 
industries—which have been rather neglected in recent 
years—ought to permit a rise in output of this branch of 
7 per cent. Employment in locally administered industry 
and the food industry, by contrast, will be reduced. 
A sizeable contraction in the growth rate of metallurgy is 
another rather striking feature of the development 
planned for 1970. 


The growth rate of Hungarian industry slowed down 
further in 1969. Gross industrial production rose by some 
3 per cent and, whereas the expansion of net output was 
somewhat steeper (between 4 and 5 per cent according 
to preliminary figures) it was slightly less than the 1968 
rate (5.3 per cent) and well below the much better record 
turned out in the first two years of the five-year plan 
period. However, for the first time in a number of years 
the growth of final industrial deliveries considerably 


47 As can be seen from table 24, internal demand—at current 
prices and composition of supplies—for some important household 
appliances has been stagnating for a number of years; this was 
evidently not offset by a sufficient rise in exports. 


exceeded the growth of production, suggesting an 
increased effectiveness in meeting internal and external 
demand. Total deliveries (1.е., including inter-industry 
deliveries) rose at about the same rate as production, this 
also representing a better performance than in most of the 
preceding years when stock formation tended to absorb 
an increasing share of resources. 

There were also, however, less desirable effects of the 
reform which contributed to the slow-down. The struc- 
ture of production could only adapt itself gradually to 
rather abrupt changes in demand patterns, and this has 
been a more difficult process than planners expected. 
It was found that the new economic regulators have 
only a gradual influence on production standards so that, 
in a number of areas, domestic production was unable to 
compete with higher quality imports. On the other hand, 
the monopoly position of certain enterprises has led in 
some cases to price increases, and the shifting of deliveries 
to more favourable outlets, rather than production 
increases, has been used as a means of raising profitability. 
Insufficient flexibility on the part of trading organizations 
has been another retarding factor, mainly in the growth 
of the consumer sector. Trading enterprises, which were 
interested in increasing their profits through the system 
of incentives, placed orders for supplies only if they could 
sell them quickly, i.e. after having reduced inventories, on 
which they had to pay interest, to a minimum. By 
restricting orders in the first half of the year, production 
was kept down with the result that shortages appeared 
later in the year, particularly in the supply of products 
of the light industry. 

Although unsatisfactory, the modest, and much lower 
than expected, rate of expansion has not been regarded as 
a subject for serious concern. It has been pointed out 
that, in introducing the new economic regulators, one of 
the major aims has been to make enterprises more demand 
oriented, and in this respect some success has been 
achieved. Signs of an accelerated process of improvement 
of the industrial structure are becoming evident: new 
products appear at a faster rate and consumers are 
offered a wider choice. Favourable changes were reported 
to have taken place, particularly in the structure of alu- 
minium smelting, telecommunications and vacuum 
engineering, instrument-making, chemicals and some 
sectors of the food-processing industry. New technology 
and inter-industry co-operation are also evidently 
developing at a faster pace. 

By contrast, the situation in the sphere of employment 
and labour productivity is regarded with some anxiety. 
Industrial employment rose by 4 per cent in 1968 and 
3 per cent in 1969, thus accounting for practically all of the 
increase in output in these years. Taking into account 
that, owing to the introduction of a 44-hour working 
week in most enterprises, a decrease in the working time 
was effected in 1968 and 1969, an indicator relating 
production to man-hours might show an increase of some 
9 per cent in the two years. But even this performance 15 
not considered satisfactory, and it is now acknowledged 
that the instruments applied in this field have not been 
able either to curb employment growth or to provide 
sufficient incentive to stimulate a faster growth of labour 
productivity. 
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As can be seen from the figures below, final industrial 
deliveries rose by more than 8 per cent in 1969, the corre- 
sponding figure for the preceding year being some 2 per 
cent. A speed-up in the expansion of deliveries was 
witnessed in all outlets, the improvement being striking 
in the case of investment and foreign trade: 


Annual percentage changes 


Per cent 
of total 
1969 1967 1968 1969 
Total industrial deliveries 100.0 9 4 3-4 
of which: 
Inter-industry deliveries . 54.0 10 6 1 
Final deliveries; .... 46.0 7-8 1.8 8-9 
Consumer market DoW 8 4.4 7 
Investments 3.6 7-8 —3.4 ili 
EXpOrt Meeps 19.2 Й 0.2 11 


The deceleration of the over-all industrial growth rate 
reflected a slow-down in most branches. Only the energy 
industry grew faster than in 1968 while the food-processing 
industry grew at the same rate. Coal and crude oil output 
declined slightly, but output of natural gas rose 20 per 
cent, imports of coal 3 per cent and of crude oil 17 per 
cent; fuel stocks were low but no shortages were 
reported.*® Output of electricity expanded 8 per cent, 
consumption rising less, however, owing to a decline in 
imports.4® Output of metallurgy rose 4 per cent and sales 
2 per cent. Output of steel rose 4 per cent and of rolled 
products 2 per cent, imports and exports of the latter 
rose by 6 per cent and 54 per cent respectively. Produc- 
tion of aluminium ingots rose 2 per cent with a fall in 
exports of 14 per cent. 


A deceleration from 7 to 4 per cent took place in the 
expansion of the engineering and metal-working industry. 
The industry’s sales rose 3 per cent as against 5 per cent in 
the preceding year, whereas deliveries of electrical 
machinery and electric appliances rose 8 per cent, and of 
telecommunication and vacuum-engineering products 
4 per cent. High growth rates were registered in the 
production of export-oriented items: buses by 20 per cent 
(exports 19 per cent) and diesel locomotives by 15 per 
cent (exports 13 per cent). In the consumer appliance 
section, an unusually high rate of expansion was reg- 
istered in the output of refrigerators (39 per cent) and 
vacuum cleaners (17 per cent). Output of tape-recorders 
rose 9 per cent, mostly for exports which rose by two- 
fifths, television sets 2 per cent, exports (about one-third 
of production) declining by 16 per cent. Output of 
washing machines decreased by 6 per cent after a similar 
fallin 1968. The growth rate of the chemical industry fell 


48 Extraction of natural gas exceeded 3 billion плз, which is the 
level that had been planned for 1970. Coal and crude oil output 
has been stagnating or declining for a number of years, imports 
playing an increasing role in meeting demand. It is expected 
that, in 1970, between 36 and 37 per cent of fuel requirements will 
be met by imports, against 31 per cent in 1965. The share of oil 
and natural gas in the total fuel supply, which was 36 per cent in 
1968, is expected to rise to 44-45 per cent in 1970. 

4° Industrial consumption, accounting for 74 per cent of the total, 
rose 4 per cent against 5 per cent in the preceding year. The increase 
in eee consumption was identical for the two years (12 per 
cent). 


from 10 to 7 per cent, with the expansion of sales declining 
from 6 to 4 per cent, mainly in connexion with a decline 
in the sales of pharmaceutical products (accounting for 
19 per cent of total sales) by 15 per cent. The develop- 
ment of nitrogenous fertilizer production was faster than 
in the preceding year—a 23 per cent increase. Output of 
synthetic and artificial fibres rose 3 per cent, synthetics 
increasing by 12 per cent, the latter also being an im- 
provement over 1968. However, only modest increases 
were registered in the output of some other basic materials, 
and plastics and resins actually declined by 9 per cent. 


Output of light industries declined by 2 per cent, sales 
having picked up by the same amount. Decreases in out- 
put were registered in all major sections. Output of the 
textile industry decreased 7 per cent, reflecting a 6 per cent 
decline in cotton fabrics (imports of raw cotton were 
reduced by 14 per cent), a 13 per cent decline in woollen 
fabrics and a 16 per cent increase in silk and silk-type 
fabrics, the latter in connexion with a rise in exports of 
as much as 36 per cent. Output of the fur, leather and 
shoe industry decreased by 3 per cent and of the clothing 
industry by 11 per cent, exports of some important 
items nonetheless rising sharply. The food industry, on 
the whole, performed well reflecting an upswing in agri- 
cultural supplies in the second half of the year. Output 
and sales rose 4 per cent, the latter comparing favourably 
with the 2 per cent increase in 1968. Marked increases 
were reported in the output of canned and frozen fruits 
and vegetables, sunflower oil, production and export of 
the latter—in particular—rising sharply (56 and 46 per 
cent respectively). Output of sugar was up 7 per cent, but 
that of meat was down 5 per cent and of butter | per cent, 
exports of the latter declining by 45 per cent. 


The 1970 plan estimates for output, employment and 
productivity are identical with those which applied for 
1969. But, while there is a similarity with regard to some 
other tasks, there are differences both in the conditions 
prevailing at the start of the year and the urgency attached 
to various outstanding problems. In contrast to the 
beginning of 1969, when considerable reserves were 
available in inventories of raw materials, the year 1970 
begins with a more stringent supply situation, but the 
improvement in the convertible currency payments 
balance provides greater scope for an expansion of 
imports if this should become necessary. Trade inventories 
are also smaller, a rather marked disequilibrium between 
demand and supply having developed in some areas. 
It is hoped that the high level of demand, together with 
some changes in the system of regulators, will provide 
stronger incentives for enterprises to increase production 
and adapt themselves to demand requirements, Great 
urgency is also seen in the task of keeping employment 
growth within the planned limit, thus facilitating an 
improvement in labour productivity. 

Polish industry was able not only to exceed comfortably 
its annual plan target, but by achieving the second- 
highest growth rate in the current quinquennium it 
widened the margin developed in the preceding year over 
and above the target in the five-year plan. Global pro- 
duction grew by 8.9 per cent and labour productivity by 
5.3 per cent, the latter being more than planned although 


slightly less than in 1968. Moreover, for the first time in a 
number of years the growth of employment was more or 
ess kept within the limits laid down in the annual plan,®° 
having declined in proportion to the growth of output. 


Encouraging as these aspects were, the attention of the 
planners was focused on a number of other developments 
—giving rise to concern and shadowing the outlook for the 
near future. The year witnessed an inteusification of the 
strain in the supply of raw materials, new construction 
and foreign trade, as well as a revival of tendencies to 
unjustified stock formation.®! And little progress appeared 
to have been made in smoothing out other accumulated 
disproportions. The gap between the growth of producer- 
and consumer-goods output remained wide. The “ exten- 
sive’ growth pattern, characterized among other things 
by an excessive use of materials and an inadequate 
addition of net value such as should be possible with the 
skills and technology available, continued.’ Of particular 
concern was, on the one hand, rising material import 
requirements—partly due to their inefficient utilization— 
and, on the other, a decline in value in some areas of 
exports in relation to the value of materials used in their 
manufacturing. The rate at which new products are 
developed and introduced was also of special importance; 
this was generally considered too slow and—according to 
some data—appeared to be deteriorating. 


The marginally slower growth of over-all industrial 
production was due to a slightly reduced expansion of the 
producer-goods sectors Output of this sector rose 9.9 per 
cent (10.7 per cent in 1968), whereas the consumer 
sector expanded by an even 6.9 per cent. However, the 
former exceeded the plan target whereas the latter barely 
reached it, and the growth ratio between the two sectors 
remained about the same as the average for the previous 
three years—out of line with the proportions stipulated 
in the five-year plan—as is shown by the following 


figures: 
Annual percentage changes 


1969 
Average —_—_—_————_ 1966-1970 
1966-1968 plan actual plan 
Ambroducer:goodsps.9.. 29. 9.2 8.9 9.9 8.2 
B. Consumer goods. 6.2 7.0 6.9 6.4 
A/B 1.48 2 1.43 1.28 


The branch pattern of expansion was rather similar to 
that in the preceding year. The only conspicuous change 
was the sharp acceleration of the growth of non-ferrous 
metallurgy. All of the other predominantly producer- 
goods branches had lower growth rates, the difference 
being generally minor, however. Among the predominant- 
ly consumer-goods branches, a slightly higher growth rate 


50 It must be added, however, that the increase in employment 
envisaged in the plan (3.3 per cent) was above the longer-term 
target of 2.5 per cent. 

51 See Zycie Gospodarcze, No. 2, 1970, p. 12. 

52 See Zycie Gospodarcze, No. 6, 1970, р. 2. 

58 It has been pointed out, for instance, that in 1969 about 7 ре! 
cent of the output of the enterprise under the ministry of heavy 
industry qualified under the term “ new products ”, which was less 
than in the preceding year. In enterprises under the ministry о! 
chemical industry, the corresponding figure was 2.3 per cent. 
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was registered in the clothing industry and a somewhat 
lower one in the leather and footwear industry. The 
growth rates of the textiles and food-processing industries 
were practically the same as in 1968. 


Output of electricity rose at a steady 8.2 per cent, and 
installed capacity 11.0 per cent, but demand—in some 
regions—was reported to have not been fully satisfied. 
The growth of the fuel industry also by 8.2 per cent 
masked somewhat different changes in the various sections, 
coal output rising somewhat faster and oil production and 
processing slower than in 1968. As in a number of other 
countries in the area, the rise in coal output was faster 
than planned. Shortages nonetheless appeared, reflecting 
internal demand increases as well as transportation 
difficulties. Output of steel rose 2.6 per cent and rolled 
products 4.5 per cent (of which quality steels by 7.4 per 
cent), the latter figure apparently representing an improve- 
ment over that of the preceding year. The sharp increase 
in the growth rate of non-ferrous metallurgy—from 5.6 
per cent to 13.1 per cent—was due to an upsurge in 
copper ore and electrolytic copper production, the 
latter reaching a volume of 54.7 thousand tons, i.e. 25 per 
cent greater than in 1968. Output of lead, zinc and alu- 
minium rose at a modest and less than planned rate, 
and supplies were reported to be inadequate.® 


The engineering and metal working industry continued 
to expand production at a very fast pace, the 13.5 per cent 
rate being somewhat higher than planned. Final deliv- 
eries rose less than production, however, and apparently 
less than planned. Deliveries for export increased by 
13 per cent instead of the planned 19 per cent, and con- 
sumer deliveries 7.1 per cent—barely in line with the 7.3 
per cent target. Production was also considerably expand- 
ed of automatic equipment (36 per cent), electric gener- 
ators and motors (21 per cent), diesel locomotives 
(24 per cent), tractors (26 per cent) and passenger-cars 
(24 per cent). In the domestic appliance group, relatively 
high increases were reported for radios (13 per cent) and 


54 This can be seen from the following figures, also showing the 
extent of plan fulfilment (preceding year = 100): 


1968 1969 
actual planned 
Hard coal 103.8 105.0 103.1 
Brown coal . 112.4 114.8 107.6 
Crude ой. 105.5 92.4 110.0 
Natural gas . 162.8 153.2 154.2 
Oil processing . 139.6 119.8 119.3 


55]п 1968, output of crude steel rose 5.3 per cent and of rolled 
products 5.5 per cent. No data are available on changes in the out- 
put of quality steels for that year, but an improvement in the 
structure of output is indicated from a comparison of the figures 
pertaining to values with those relating to quantities. 


56 Plans and output of major non-ferrous metals were as follows 
(preceding year = 100): 


1968 1969 
actual planned 
Copper ore 121.7 181 Qa 
Electrolytic copper 103.4 125.5 12533 
Refined lead 108.7 104.1 О, 
Zinc . } 103.3 102.5 110.4 
Aluminium . 101.2 103.1 105.9 


а Pure content. 
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vacuum cleaners (25 per cent), Output of television sets 
rose 7.3 per cent, refrigerators 4.1 per cent and domestic 
washing machines 2.8 per cent, all of these figures being 
significantly lower than the corresponding increases in 
1968, when output rose by 13.1 per cent, 13.8 and 8.5 
per cent respectively. With total output of the chemical 
industry up by 12.4 per cent, deliveries to the consumer 
market rose 13.2 per cent, apparently a faster rate than in 
1968. Production of sulphur expanded 48 per cent, per- 
mitting a further sharp expansion of exports®’ and 
significant increases were reported in a number of other 
basic products, although some of them less than planned.** 
Notwithstanding the significant increase in production 
(7.2 per cent), the building materials industry did not 
reach its delivery targets in a number of important pro- 
ducts—mainly owing to transportation difficulties— 
causing delays in construction. 

The performance of the light industries was influenced 
on the one hand by a slow-down in raw materials imports, 
those of cotton, wool and leather actually declining, and 
on the other, by a rising supply of man-made fibres (the 
share of which in the total is now about 48 per cent) and 
other industrial materials. In the food industry, the low 
level of agricultural supplies was the determining factor. 
Output of refined sugar (a decline of 10.8 per cent) and 
butter (a fall of 4.9 per cent) was particularly affected. 
Output of industrial meat, after decreasing slightly in 
1968, advanced 5.1 per cent in 196° 

The intensification of strains 53 led to a reduction of the 
industrial target to a 7.3 per cent growth rate in the 
current year. The growth of labour productivity is to 
be maintained, however, at the previous levels, the full 
impact falling on a slow-down in the expansion of 
employment. The plan calls for a concerted effort to 
reduce the material and import intensity of production, 
and strict measures are to be taken to curtail production 
of articles for which demand is inadequate. The slower 
growth of a number of processing industries and sec- 
tions should help to ease the strain on material supplies, 


57 In 1968 production rose 82 per cent and exports 140 per cent, 
the latter attaining the level of 957 thousand tons. 

58 The performance of the chemical industry is characterized by 
the following output figures (preceding year = 100): 


1968 1969 

Actual Planned 
Sulphur 182.3 147.6 139.7 
Sulphuric acid. 108.4 115.3 124.9 
ОЧа аз. 101.6 100.6 111.0 
Nitrogen fertilizers НА ПЗ — ВБ 
Phosphoric fertilizers 124.7 11225 120.3 
Plastics and resins . ic Я. 124.7 120.7 120.2 
Chemicals and synthetic fibres. 106.6 105.2 105.7 

of which: synthetic . я 123.4 1112.5 WS) 

Synthetic rubber. 101.8 117.9 118.5 
Pharmaceuticals . 113.7 1125 


53 The need to improve the convertible currency payments balance 
was given as one of the major reasons for the scaling down of the 
industrial target in 1970. Imports of machinery from western 
markets had to be reduced 36 per cent and a decision was taken to 
raise the export of coal, metals and timber steeply, as well as of some 
products which, because of their high production cost, were hitherto 
not included in the list of exportable items. (In the case of western 
markets these are goods the cost of which, per one realized US dollar, 
exceeds 70 zlotys.) See Wies Wspolczesna, No. 2, 1970, p. 32. 


thus making it possible to achieve a better over-all 
harmonization of supplies with requirements. 


Industrial production in Romania rose by 10.7 per cent 
in 1969, growth being strongly influenced on the positive 
side by the high rate of industrial completions in the past 
two years, and on the negative side by a low level of 
agricultural supplies and imports. The growth of indus- 
trial labour productivity continued to slacken, partly 
reflecting the slower expansion of output. In employment, 
however, the trend towards acceleration—in evidence 
since 1966—persisted, further lowering the proportion of 
output growth which may be accounted for by rising 
productivity. 

The producer-goods sector expanded production by 
11 per cent on top of the exceptionally high increment 
(14.9 per cent) attained in 1968, while the consumer- 
goods sector increased production by 10 per cent (7.1 per 
cent in 1968). Data available for branches for nine months 
only indicate that the slow-down in the producer-goods 
sector reflected a rather sharp deceleration in non-ferrous 
metallurgy and the building materials industries, and a 
smaller decline for fuel and metal-processing indus- 
tries. In the consumer-goods sector, the improvement 
was the result of a faster expansion of output of consumer 
durables. The growth of light industrial output has 
apparently accelerated somewhat, whereas that of the 
food-processing industry underwent a further sharp 
decline. 

Output of electricity rose 13.2 per cent, about the same 
rate as in 1968, the growth of capacity having accelerated 
from 8 per cent to 14 per cent. In the fuel industry, 
the pattern of expansion of the various sections remained 
largely unchanged. Output of coal continued to rise at a 
fast rate—a steady 13 per cent. The expansion of natural 
gas output was speeded up—from 6.0 per cent to 9.8 per 
cent—whereas output of crude oil, still accounting for the 
bulk of fuel supplies, remained unchanged. Further 
impressive gains were registered in the output of pig-iron 
(16 per cent), steel (17 per cent), rolled products (13 per 
cent) and aluminium (18 per cent); this was partly made 
possible by bringing newly-constructed large-scale capa- 
cities into орегаНоп.° In the engineering and metal- 
working industry, the fastest growth was achieved by the 
means of automation and transport sections. Output of 
automatic and semi-automatic equipment rose 48 per cent 
(in terms of value) and output of passenger-cars, first 
started in 1968, rose 150 per cent (from 7.8 thousand to 
19.1 thousand units). А significant increase was also 
attained in the output of television sets (38 per cent). 
Although the chemicals industry continued to expand its 
over-all output at an extremely fast pace, rather modest 
and below plan increments were attained in the production 
of plastics and resins (5.8 per cent) and synthetic fibres 
(5.5 per cent). Output of chemical fertilizers rose by a 
fifth, an impressive figure but still below target (42.5 per 
cent). In the timber and wood-working industry, some 


60 In 1969, a blast furnace of 1,700 m® and an oxygen converter 
of 1,250 thousand tons production capacity became operational at 
the Galati Works, raising the annual production capacity to 2.5 mil- 
lion tons of steel. The Hunedoaza iron and steel combine was also 
expanded by the addition of 900 thousand tons of rolling mill 
capacity. 
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sections accelerated their rate of expansion (particle board 
and fibre board from 9.9 per cent to 11.6 per cent, and 
‘furniture from 14.2 per cent to 15.5 per cent). In light 
industry, growth rates that were better than average and 
higher than in the preceding year were achieved by the 
knitted goods (16.7 per cent) and in the ready-made 
clothing (12.7 per cent) sections. Output of woven 
fabrics rose 9.3 per cent and of shoes 2.2 per cent. The 
slow-down in the food-processing industry was mainly due 
to a decline in meat output by 2.9 per cent. Substantial 
increases were recorded in the output of meat products 
(13 per cent), sugar (12 per cent) and canned vegetables 
and fruit (20 per cent). 

The Romanian plan for 1970 provides for a sustained 
high rate of industrial development. An 11.3 per cent 
increase of global production is envisaged, 11.8 per cent 
for producer goods and 10.2 per cent for consumer goods. 
Labour productivity is expected to rise 8.8 per cent, 
implying a planned employment increase of only 2.3 per 
cent. Particular attention is to be paid to a wider and 
more efficient utilization of the raw materials base. 
Output of the extraction industries is scheduled to 
increase by 12.8 per cent, primarily through increased 


production of coal and copper, lead and zinc ores. 
Significant expansion is expected in the output of metals: 
pig-iron by about 21 per cent, steel by 18 per cent and 
rolled products by 19 per cent. The chemical industry is 
expected to remain the most dynamic branch, with an 
output increase of 21 per cent, output of fertilizers being 
scheduled to rise 32 per cent, plastics and resins 63 per 
cent and synthetic fibres 27 per cent. In the engineering 
and metal-working industry output of which is planned to 
rise by 14 per cent, particular attention is to be paid to the 
development of complex machine tools, products of 
precision mechanics and electro-technical industry, and 
diversification of the production of construction equip- 
ment and agricultural machinery. The first electronic 
computers based on semi-conductors and a new advanced 
type of drilling rig will be produced, and a rather steep 
advance in the output of passenger-cars and television 
sets is scheduled. Output of light industry is expected to 
increase 10 per cent, measures being taken to broaden 
the range of goods produced. The food industry is 
expected to raise production by some 9 per cent with 
significant increases being envisaged for meat and meat 
products, sugar, canned vegetables and fruit. 


3. AGRICULTURE 


(i) General situation and topical problems 


Throughout 1969 the farm sector in practically the whole 
of the east European region was adversely affected by 
unfavourable weather conditions. Reports from all 
countries, except Hungary, call attention to the adversities 
encountered at various stages of the farm operations: 
winter-sowings and perennial plantations destroyed by 
hard frosts; spring-sowings delayed by cold and rainfall; 
vegetation periods shortened by summer drought; and 
harvesting rendered difficult by excessive rainfall. 


The climatic impact on the over-all outcome is to a 
certain extent reflected in the changes in the volume of 
global output in relation to the preceding year (see table 6), 
which range from a decline by 6 per cent in eastern 
Germany * to an increase by 5-6 per cent in Hungary. 
Although yearly fluctuations may have a decisive influence 
on the short-term development of the economy as a 
whole in countries where the contribution of the farm 
sector to national income is still of major importance, 
such fluctuations are a poor measure of the general per- 
formances in agriculture. The progress achieved by the 
countries of the region in recent years appears more 
clearly in the compound growth rates obtained from a 
comparison of consecutive five-year levels in the period 
1955-1969. On the whole, the final results of the year 
under review demonstrate that as a result of gradual 
improvement in agro-techniques and farm management, 
agriculture in eastern Europe has become more resistant 
to adverse weather conditions. 


Total production of cereals in the region was some 7-8 
million tons lower than in 1968, as a result of sizeable 
losses in eastern Germany and the Soviet Union; all other 
countries maintained or slightly increased the levels of the 
preceding year and Hungary had a balance of 700 thous- 
and tons for exports. Prolonged summer drought inflicted 
damage to sugar-beet, potatoes and oil-seed crops in 
most countries; fodder crops and natural pastures also 
suffered. In Hungary, an excellent harvest was reported 
in the fruit and vegetable sector, which also contributed 
substantially to global output results in Bulgaria and 
Romania, where extensive irrigation is beginning to play 
a decisive role. 


Practically all countries experienced difficulties in the 
livestock sector during the year under review. In a few 
cases a very modest progress was recorded, in others 


1 Information submitted directly to the secretariat. In eastern 
Germany, the concept of global output in agriculture is utilized 
only in plan documents. (In recent years the growth target has 
normally been around 2-3 per cent.) Plan fulfilment is not officially 
age in such terms and time series cannot therefore be estab- 
ished. 
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none; for the second consecutive year, global losses were 
considerable in Bulgaria. Productivity levels generally 
continued to improve, but they cannot for long compen- 
sate for stagnating or slightly declining livestock numbers 
and at the same time ensure an upward trend in animal 
output. The effect of developments in 1969 will be felt in 
the current year, when slaughterings will have to be 
reduced in many instances in order to maintain and 
possibly expand the basic stock. The situation is most 
serious in cattle breeding. With adequate feed supplies 
the pig populations, with shorter reproduction cycles, 
are more rapidly restored; and industrial poultry breed- 
ing, which is developing rapidly everywhere, may also 
help to reduce eventual shortages. 

Whatever the actual development in 1969, it appears 
that the potentialities of farm production in the Soviet 
Union and the east European countries are gradually 
expanding. Technical progress in any economic sector 
depends on improving the quality of the basic factors of 
production: in agriculture, first and foremost soil im- 
provement. The important melioration works which have 
been carried out in the recent past are currently being 
expanded and are already exercising a noticeable influence 
on output developments. In a longer-term perspective, the 
planned extension of the irrigation nets, for instance, can 
be expected to lead to regional self-sufficiency in many 
presently imported food products and agricultural raw 
materials.” 


Crop yields are being further improved by large-scale 
application of selected seed varieties and rapidly rising 
supplies of chemical fertilizers—in Poland and Czechoslo- 
vakia, increases of as much as 17 and 19 per cent were 
reported in 1969. The mechanization of farm operations 
is proceeding but, as in the case of fertilizers, develop- 
ments are to a certain extent hampered by the inability 
of the industrial sector to provide quantities, qualities and 
assortment of machinery corresponding to the effective 
demand of the farms. In all the countries of the region, 
attention is now being turned to rapid and comprehen- 
sive mechanization in the livestock breeding sector, where 
labour and cost-saving devices are required for further 
progress. 

The long-term policy of encouraging specialization and 
concentration of production is being actively pursued. 
Cultivation of the various basic crops is gradually being 


* According to existing plans, the total irrigated area of the 
region should amount to 40 million hectares in 1980. Cotton and 
rice are two important products for which regional self-sufficiency 
will be attained. See Voprosi ekonomiki, No. 2, 1969, pp. 115-119. 
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TABLE 6 
Global agricultural output 
1955-1959 1960-1964 
t 
eee ee ce ah 1964 1965 1966 1967 1968 1969 И 
ап 
Country Average compound rates Annual percentage changes 
Albania 
рота ees 1.6 
. 0 ‘ 
СЫ т ae ; 12.5 12 25 са. 10 17 
Animal output . 6.3 esa 
Bulgaria 
о 5.3 4.7 11.4 1.8 14.3 
. : : : ; 35 -8.7 2.4 12* 
Crop output. . 5.4 4.6 10.3 -1.5 19.0 1.8 -15.4 ca. 6.4 
Animal outpout 5.1 5.0 13.7 8.3 5.8 6.9 -3.1 —4.7 
Czechoslovakia 
sLotal Бе ых 0.9 25 3.0 -5.4 ИИ 55 
р ‘ В ; . 5.6 0.9 0.6 
Сгор Output. . 0.2 eT 1.2 -14.4 21.4 5.3 6.3 1.1 
Animal output . 15 3.2 7.3 3:2 3.0 5.8 5.0 0.8 
Hungary 
а ое 1.4 2.7 6 -5 8 4 1 5-6 1 
Crop output. . 0.8 2a) 3 -6 12 4 —1 са. 10 — 
Animal output . 2 27 10 —4 4 5 5 —(1-2) 2-3 
Poland 
Total eee st ne 2.8 3.2 iL Toll 5.4 25 4.5 —4.7 3 
Crop output. . 29 Sail 0.5 8.4 555 39 5.4 -8 4 
Animal output . 2.7 2.4 22.8) 6.6 5.4 0.3 2.9 0.5 1 
Romania 
Total sys. 2.5 2.5 6.3 6.7 14.0 1.8 -3.7 4.8 16 
Crop output. . 3.3 6.4 16.5 -1.9 -3.9 
Animal output . 14.7 4.5 12.3 Yel -3.0 
Soviet Union 
otal. a.) ee 3.0 35 14.6 1.8 8.9 1.6 3.2 —3.2 8.5 
Crop output. . 2.8 29.0 -8.3 Л] 0.1 4.8 
Animal output . 3:2 —1.6 17.0 3.4 9.3 1.6 


Sources: Statistical yearbooks, plans and plan-fulfilment reports. 


shifted to areas where soil and climatic conditions are 
most suitable and large-scale production units are being 
organized; the time may not be far off, for instance, when 
the bulk of the vegetable crop in Bulgaria will be produced 
by some 120-150 specialized enterprises. Such changes 
naturally take time to produce results. Moreover, 
disturbances are likely to occur in the conversion period. 
It is typical that, in the livestock sector, the transfer of 
production from small farms and individual holdings to 
large-scale specialized units, which is under way in all the 
countries of the region, is creating some imbalances: 
output is declining more rapidly in the small holdings 
than it is increasing in the large ones. In the year under 
review, these tendencies were particularly noticeable in 
the Soviet Union and in Hungary. Concentration and 
specialization are also of great importance for the 
rational utilization of the scarce resources of skilled labour 
in the agricultural sector; while the qualification levels of 
young recruits are improving, they cannot completely 
offset the deteriorating age and sex structure of the bulk 
of available farm labour. 


At present, problems are still encountered in meeting 
the growing demand—for a number of products, such as 
meat—generated by population growth, urbanization 
and rising consumer incomes. However, this also reflects 
shortcomings in the organization of transport, storage, 
processing and marketing of agricultural products. In this 
context, the recent establishment of the so-called Agri- 
Food complexes—with integrated planning and manage- 
ment of the branches involved—is an important step, 
especially in view of future potentialities. 

In several countries the further increases in production 
expected in the coming decade will accentuate the prob- 
lem of outlets. With rising incomes, demand for a 
number of products will continue to increase in east 
European countries. Possibilities also exists for larger 
exports to western Europe of several products but, 
on the whole, these will be limited in the absence of any 
significant change in agricultural policies pursued by 
west European industrialized countries. In the interests 
of over-all efficiency, agricultural planning will increas- 
ingly have to be guided by estimates of domestic and 
foreign demand, as well as of production possibilities. 


Eastern Europe 


(ii) Developments in individual countries 


In the period 1964 to 1968, global agricultural output 
in the Soviet Union increased at an average rate of nearly 
6 per cent.®® Measured against such a performance, the 
3.2 per cent decline in 1969 can hardly be considered a 
serious set-back. Moreover, in terms of climatic adver- 
sities 1969 had much in common with 1963. In most of 
the climatic zones of the Soviet territory, normal sowing, 
vegetation and harvesting patterns were upset in some 
way or another: heavy frosts destroyed 20 per cent of 
the winter-sown crops; excessively low temperatures 
caused damage to cotton and fruit plantations in southern 
areas; dust storms swept over wide regions exposed to 
erosion; drought conditions shortened the vegetation 
period in some areas while rain and cold delayed it in 
others; and autumn frosts set in early in Siberia and 
Kazakhstan. The final results of the agricultural sector 


63 Tn 1963, as a result of extreme weather conditions, a decline of 
global output by as much as 7.5 per cent had been experienced. 


in 1969 confirm, therefore, the progress in agro-tech- 
niques and farm management achieved in recent years. 
Nevertheless, agriculture still remains the major problem 
sector of the Soviet economy. 


Total grain production amounted to 160.5 million tons, 
or 5 per cent less than in 1968, on the basis of a slightly 
Jarger area (by | million hectares) and average yields of 
13.1 quintals (see table 7). In spite of difficulties the cereals 
harvest in the Ukraine, which had suffered heavily in the 
preceding year, improved by 31 per cent to reach an all- 
time high of 36.5 million tons. Another record was set 
by Byelorussia with a level of 4.4 million tons, representing 
an increase of 47 per cent. The share of wheat in the all- 
Union total is likely to have declined as a result of the 
higher proportion of spring-sown varieties which normally 
yield less than the winter-sown crops. A particular feature 
in 1969 was the rapid increase (by 25 per cent) in pro- 
duction of maize for mature grain; this was entirely due 


TABLE 7 


Areas and yields of selected crops in the Soviet Union 


(Millions of hectares and quintals per hectare) 


1966 1967 1968 1969 
Crop Area Yields Area Yields Area Yields Area Yields 
AE CrOpS esta ten” Sey oho. eines 206.8 os 206.9 Ss 207.0 oe 208.0 к. 
Ата он ео 124.8 18 2D 12.1 121.5 14.0 122.6 ПЕ 
of which: 
Wheat 
Е oe) cof ites nme ae ово 70.0 14.4 67.0 11.9 67.2 Be 66.9 
WiAINtERosen oe een es 19.8 20.4 19.7 17.8 19.0 18.3 14.6 
SNS? 5 pe G0 op 5.8 50.2 12.0 47.3 8.9 48.2 №22 92.3 
МИН TAKS @ o np o 0 0 6 6 < 13.6 61 12.4 10.5 bz #5 or < 
Maize (in dry grain) S22 26.0 35 26.2 3.4 26.2 522, са. 22 
Вау а. 17.9 15.6 17.8 13.9 17.8 14.8 ye 
Oatsia mong и ed, 12.8 8.7 13.3 9.0 12.9 9.6 
INC Cette: en eee. a Care 33 95 3.8 8.4 3.0 8.7 3.6 
Buckwheat и: cee 1.9 5.0 Ne 6.8 1.7 8.6 st 
оо Come te uaer tan os 0.2 28.7 0.3 31.8 0.3 34.1 0.3 Can 34 
Ре cure Prarie. cee 5.9 11.8 55 11.9 Dal 14.2 
Песпоса торс ее 15.1 — 14.8 -— 14.6 — 14 5 = 
of which 
Comtome ics fous seuee est ae 2.46 24.3 2.44 24.5 2.45 24.3 
Sugar-beet ......... 3.80 195 3.80 230 3.56 266 mae а 
Sun ПЗ з оооовао 5.00 12.2 4.77 13.8 4.86 37 4.81 13: 
о 1.40 33 1.38 3.5 133 3.0 Е З1 | 
ое ров 8.4 105 8.3 115 8.3 123 8.1 113 
УЕ с ооо oO 6 b Boe 4s 1.4 125 1.4 141 1.4 131 | 
Fodder plants .......... 56.6 59.6 60.7 57.7 
of which: | 
Grassland (annual) ..... 16.9 14.1 18.7 13.4 18.0 13.9 
Grassland (perennial Е. 17.8 16.5 16.4 19.0 177) 
Maize (silage and green fodder) 19.9 108 19.6 114 19 0 104 
Fallow land ........... 16.8 17.7 18.2 


Sources; Statistical yearbooks, plans and plan-fulfilment reports. 
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Production (A) and State procurements (B) of 
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selected agricultural products in the Soviet Union 


(Millions of tons) 


i A a es a ОНУ АИ 


1966 1967 1968 1969 1970 
Product A B A B A B A A 
Cerealsyarteee fae or, ee В iA 
а А О Е ме жены 
ee Pe ee ЗЕ ГЕК 74.0 69.7 87.1 81.6 94.3 84.2 A, Ul a 
Sid) Беня [ome een ae 6.0 6.0 6.0 6.0 6.0 6.0 5:7 6.2 
Suntloweriseed#s. в 6.2 4.7 6.6 4.9 6.7 4.9 6.3 
BOtatOC San Л Sei er р. 87.9 9.3 95.5 11.7 102.2 15 91.5 
Meat 
live weight Cre meade, ek a 10.3 115 11.9 
carcass WEAN с боб a ee 10.7 6.5 5 ЧАЯ 11.6 7.4 11.6 12.1 
Се оО co es) GU 40.12 79.9 42.54 823 44.02 816 83.5 
ERTS (TO) eee ey Sle Ge ee ЭЙ 11.6 33:9 12.9 ЭЙ 14.1 37.0 38.6 
О о ты СР 0.37 0.38 0.40 0.41 0.41 0.43 0.39 


Sources; Statistical yearbooks, plans and plan-fulfilment reports. 
@ Milk and milk products. 


TABLE 9 


Livestock numbers in the Soviet Union 


(Millions of heads at the end-year census 


and percentage change over preceding year) 


1996 1967 1968 1969 1966 1967 1968 1969 
Numbers Percentage change 
Total (in terms of cattle units)?. . . 100.8 99.9 98.6 t 3:2 _0.9 —1.3 ne 
А ee te oer 97.1 97.2 95.7 95.0 4.0 0.1 -1.5 -0.3 
of which С о tee a. 41.2 41.6 41.2 40.6 Dei, 1.0 -1.0 —1.5 
РН и. 58.0 50.9 49.0 56.1 -2.7 = 12.2 85 14.5 
Sheepeand оао о т. 0 144.0 146.1 136.3 4.2 Al 15 _6.7 
In State and collective farms 
Саре ИС 67.8 68.7 68.4 70.1 3.4 | —0.4 PRS 
Ojai HIGH Фо 24.1 24.5 24.4 24.6 2.6 eT, — 0.4 
О ee ee а 41.5 Bes 36.3 42.0 0.2 -10.1 2.7 16.0 
СЗ stall 8 Бо обе 8 a 2 107.7 110.4 111.8 104.1 4.5 Pes) ih) -6.9 
In private ownership 
ФАЕР ee eer iy Re aah, 29.3 28.4 23 24.9 5.0 2 _3.9 -9.8 
aif WHS (LOWES 5 5 6S 6 6 8 ell ie 16.7 16.0 3.0 0.0 2.3 —4.2 
Ро, ао 16.5 13.6 12.8 14.1 _9.3 -17.6 -5.9 10.2 
ЗЕ) GONG (YORI в Go Ab 6 a 6 98.5 33.6 34.4 34.3 3.4 0.9 2.4 — 


ew 


Sources: Statistical Yearbooks, plans and plan-fulfilment reports. 
а Vestnik statistiki, No. 12, 1969, р. 91. 


to an expansion of areas from 3.4 to 5.2 million hectares.” 
The output of rice, which until recently has a very modest 
place in the Soviet crop pattern, continued to grow (by 
4 per cent in 1969) and totalled 1.1 million tons.” 


64 [п recent years, the interest of the farms in maize cultivation 
had been slackening—even in regions well suited to this crop—as 
a consequence of the disavowed “ campaign policy ”’ prior to 1964; 
between 1964 and 1965, areas fell from 5.1 to 3.2 million hectares, 

65 Considerable investment resources are at present being allocated 
for the expansion of rice cultivation. Domestic production is 


As regards other important crops, lower per hectare 
yields were the main reason for the decline in output. The 
sugar-beet harvest, which in 1968 had reached a level 
exceeding the long-term target, fell by 25 per cent; higher 
sugar content will partly compensate for the loss in gross 


expected to cover home-market requirements at a level of 1.5 million 
tons in the current year. According to existing plans, the output 
of rice in the Soviet Union will reach more than 3 million tons in 
the mid-1970s, which would enable it to satisfy demand in the whole 
CMEA area. See Voprosi ekonomiki, No. 2, 1966, p. 118. 
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weight. The crops of cotton and sunflower seed were 
smaller than in the preceding year, by 4 and 6 per cent 
respectively. Production of potatoes declined by 10 per 
cent (see table 8). 


Global output of the livestock sector was unchanged: 
meat production remained at the level of the preceding 
year, whereas that of milk dec!ined slightly; egg produc- 
tion improved by 4 per cent. The fall by some 6 per cent 
in wool output is explained by the heavy losses incurred 
by the sheep herds on the frost-bitten natural pasture- 
lands in the south-eastern territories. 


Since 1966, total livestock (in terms of cattle units) has 
declined slightly; improving productivity has hitherto 
had a compensatory effect and even permitted some prog- 
ress in output, but further expansion of numbers would 
seem to be required in order to fulfil the planned targets 
in future. The data in table 9 referring to end-year live- 
stock censuses suggest that over-all developments are 
heavily influenced by the rapidly diminishing importance 
of privately owned livestock. This is linked to the im- 
provement of rural living standards, the gradual disap- 
pearance of payments in kind in the collective farms and 
new behavioural patterns of the young farm generation. 
Official policy measures are intended to promote the 
gradual transfer of livestock production to large-scale, 


fully mechanized enterprises. However, the process is 
not sufficiently rapid to keep pace with the movements 
out of the household sector, while the price incentives 
are too weak, in spite of the 1965 adjustments, to induce 
less well-equipped farms to make decisive efforts in 
livestock breeding. 

Supplies of current inputs from outside the sector 
continued to improve in 1969 (see table 10). The plan 
target for deliveries of chemical fertilizers was slightly 
exceeded by some 7 рег cent. With increasing availabilities 
it will no longer be necessary to limit the application of 
fertilizers to technical crops and those grown on irrigated 
land: cereals are already beginning to benefit and the 
excellent 1969 results in the Ukraine, for instance, are 
largely attributed to ample supplies of fertilizers. A 
significant impact can be expected in 1970, when deliveries 
are planned to increase by 20 per cent. 


The total volume of investments in the agricultural 
sector rose by 6 per cent in 1969 (see table 11). As in 
recent years, the increase in capital outlays for irrigation, 
drainage and other melioration works appears to have 


66 In 1968, the share of large-scale specialized enterprises in the 
total output of eggs, for instance, amounted to 40 per cent. See 
Ekonomicheskaya nauka i khozystvennaya praktika 1968, p. 37. 


TABLE 10 


Current agricultural inputs in the Soviet Union 


1966 1967 1968 1969 1970 
A. Stock and deliveries of agricultural machinery (in thousands) 
Stock: 
Tractors (in physical units) ...... 1 660 1 739 1 821 
EACKONS ( 1 DEUsitS) Ie one 3 233 3 485 3776 
(СОПЕЛ ЩЬ с 5 5 n 6 oo Boo E 531 553 581 
ОИ 3 5 5 oo bo eo wo v5 eS 1017 1054 1 097 
Deliveries: 
Tractors (in physical units) ..... . 276 287 290 303 312 
Tractors Si hp units) =. ee ae 583 624 644 
Grainicombinessare increas 86 96 98 92 <% 
ЗО ОО Зо о бою орви 106 108 114 154 156.5 
В. Fertilizer supplies to agriculture 
Total (gross weight in millions of tons)... 30.5 B37) 36.3 38.8 46.0 
Total (in pure nutrient value)... . 6.99 WWD 8.31 
In kilograms per hectare... . . . 31.8 5.1 УИ 
of which; 
nitrogenous А ФЕ 12.1 14.0 157 
phosphatice- они 7.6 Wal. 8.0 
INC ОО в а в 6 6 oo ba 6 ee 3.5 Зы 4.0 
potash! $2.9. gen ии 8.6 9.7 10.0 
C. Supplies of electric energy 
(in billions of kWh) 
Totalitovagriculttre. 23.2 25.8 29.3 33.4 
As percentage of national total. . . . 4.3 4.4 4.6 48 


Sources у 
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been particularly rapid. Within the category of machinery 
and installations, special attention was given to equipment 
‘for the mechanization of livestock breeding farms. 
Deliveries of tractors increased by 4.5 per cent and motor 
trucks by as much as 35 per cent. Nevertheless, com- 
plaints have been made that deficient supplies do not 
permit a normal renewal of machinery stocks, resulting 
in expensive maintenance and repairs and alow degree of 
capacity utilization.*? In 1969, decisions were taken on 
an accelerated output programme for the agricultural 
engineering industry; measures were also adopted for 
the setting up of special technical service and repair 
stations under the authority of the “ Sel’khozteknika ”.8 

Efficient utilization of machinery, equipment, mineral 
fertilizers and other technical supplies to agriculture is 
increasingly being hampered by the shortage of qualified 
manpower on the farms. Out of 27.5 million actively 
employed persons in the socialized sector in 1968, only 
671 thousand or about 2 per cent had university or 
secondary education. At 3.4 million, the total number 
of tractor drivers and mechanics corresponded to only 


87 For a detailed discussion of problems connected with the 
present state of technical supplies to agriculture, see Voprosi ekono- 
miki, No. 12, 1969, pp. 60-70. 


68 See Izvestia, 24 January 1969. 


one person per available tractor, combine and motor- 
truck of the entire stock.® 

In 1969, the economic reorganization of the State farm 
sector, which was initiated in 1967 and involves the 
transfer of the enterprises to fully independent economic 
accounting, became operative in 3,800 units, or 30 per 
cent of the total. The State farm sector, as a whole, 
closed the year with a profit. 

In November 1969, the third national congress of 
collective farmers finally adopted new statutes for the 
collective farms; the regulations, which had remained 
unchanged since 1935, were brought into line with pre- 
vailing practices.” 

Amongst the east European countries,” eastern Ger- 
many was one of the worst hit by the extreme weather 
conditions of 1969. After a series of rather successful 
years, global output declined by 6 per cent. Total pro- 
duction of cereals amounted to 6.9 million tons, a satis- 
factory level in comparison with any year before 1967; 
but measured against the bumper harvest of 1968 it 


89 See Narodnoe khozyaistvo SSSR v 1968 godu, pp. 448 and 454. 

70 See, for instance, SuRvey for 1967, chapter II, pp. 24-25 and 
43; and Survey for 1968, chapter II, pp. 139-140. 

71 For basic statistical data, referring to corps, livestock and 
technical supplies, see tables 12, 13 and 14. 


TABLE 11 


Agricultural investments in the Soviet Union 


(Millions of roubles at constant prices) 


1966 1967 1968 1969 
Total 11 378 12 569 14008 са. 148504 
of which: 
State investments . a iar 6 490 6 993 7800 
Collective farm investments . 4888 5 576 6 208 
Total productive investments . 9521 10 197 11435 
of which: 
Construction . 6179 6 616 7435 
of which: 
Livestock premises |) a se sme 1 928 1 767 1924 Sas, 
Water supply facilities, irrigation, etc. . 1458 1 661 2 060 2 520 
Electrification Lee rok. Set ae 496 541 600 
Establishment of orchards and vineyards. . 321 349 370 
Machinery and equipment . 3 342 3581 4000 
Percentage distribution 
Construction . 54.3 52.6 Эй 
of which: 
Livestock premises Bee se 16.9 14.1 1357 
Water supply facilities, irrigation, etc. . 12.8 Sh 14.7 
Electrification SE tn Cae 4 as Ae : 3 
Establishment of orchards and vineyards. . 2.8 2.8 г. 6 
Machinery and equipment . 29.4 28.5 28.6 
Sources: Statistical yearbooks, plans and plan-fulfilment reports. 
a At current prices 16,700 million roubles. | 
b Probably at current prices; if price relationships are the same as for the total, the figure would represent an increase 


by some 10 per cent over the 1968 level 
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represented а 12 per cent reduction. Output of oilseeds, supplies were severely curtailed. In spite of fairly well- 
potatoes and sugar-beet is reported to have been some organized irrigation facilities, the capacity of the water 
30 per cent below the average of the preceding five-year supply services was not sufficient to combat the effects 
period. Fruit and vegetable yields were poor and fodder _ of the drought. 


TABLE 12 


Production and yields of some basic crops in east European countries 


(Output in millions of tons and yields in quintals per hectare) 


Production Yields 
Country and crop 1966 1967 1968 1969 1966 1967 1968 1969 
Bulgaria 
WV eats ame ое ее 3.19 3.25 Des) 2.54 27.9 30.5 24.0 24.5 
Ваеу ие 1.06 0.99 0.81 0.92 255 25.4 20.0 221 
Маре sue 2.21 1.97 St) 2.42 38.1 34.3 B13 40.7 
ЕО по особ 0.42 0.38 0.37 0.34 113 106 114 108.2 
Sugat-bect anne 253 2.03 1.41 2.81 404 342 265 338.5 
Sunflower зее4 . .. 0.42 0.48 0.46 0.52 16.6 17.8 16.3 17.9 
Czechoslovakia 
Wheat, sa aoe 2.25 2.52 3.16 3.28 25.3 DTA 31.6 31.1 
Куси eee 0.79 0.69 0.77 0.67 20.0 21.6 22.8 24.5 
Варе о 1.61 1.94 2.12 2.49 23.4 27.3 29.8 31.9 
а 0.75 0.95 0.88 0.97 19.2 22.3 21.4 24.2 
Мане 0.48 0.42 0.47 0.48 32.7 30.3 33.8 37.8 
Ро 5.85 6.04 6.53 5.02 134 148 176 154 
Sugar-beet ... . . 7.76 7.66 7.84 6.16 341 376 418 337 
Eastern Germany 
Cereals ао ба 5.92 7.35 7.83 6.90 26.1 31.8 33.4 
of which: 
\WAIXERMS og 5 6 6 do 152 2.01 2.38 31.4 37.8 41.7 
Па ee fees 1.64 1.99 1.94 aS 23 26.6 26.3 
Ване eee т 1.93 Dale т 29.3 34.9 35.6 
Ро. 12.82 14.07 12.64 185 205 188 
SUgaT-Deetms ene 6.61 6.95 7.00 314 333 344 
Hungary 
Ме 2.19 Dae 385 3.55 Pleat 25.9 25.2 21: 
RV Gee creer tee ae 0.24 0.23 0.24 6 11.0 11.0 12.5 12.9 
Вау ое 0.92 0.93 0.90 0.90 18.7 20.9 23.4 т 
Е 5 5 og 5 6 6 8 3.91 3.52 3.76 4.66 31.6 28.5 29.9 34.1 
Potatoes о оо ооб 2.43 вЫ 1.34 1.61 122.8 89.4 89.2 115.0 
Sugar-beet о. о. 5 1.36 3.47 3.26 331 324 334 356 
Sunflower seed .. . 0.10 0.08 0.09 a 10.8 9.6 12.0 
Poland 
СВ 5 2 & o 6 6 15.9 16.5 18.2 18.8 19.4 2.2 21.6 
of which: 
Увек. 3.60 3.93 4.67 | 21.5 22.4 24.8 
Куса orn ee 7.70 7.69 8.52 17.8 17.9 19.8 | 
Вашеу eee 1.41 1.41 1.49 BES? 20.6 21.6 23.6 — 
Фа 2.63 2.82 2.89 | 18.8 19.7 20.7 | 
INOS 6 oo 6 6 6 46.14 48.62 50.82 44.85 169 176 185 165 
Sugar-beet . .... 13.62 15.52 14.80 122 313 358 357 ` 296 
Rape sce densa nae 0.48 0.68 0.74 0.24 155 19.7 19.0 132 
Romania 
ОТ ом ис 13.90 13.5 12.8 12.8 20.4 20.5 19.2 
of which: 
W lea tire sears a 5.06 5.82 4.85 4.40 16.7 20.0 17.2 
IMIBNIAS 6 8 ng et 8.02 6.86 Ш 7.68 24.4 IBS} 2.3 
ОЕ 6 2 о gece 9.35 3.10 ЗУ 2.23 108 98 116 
Sugar-beet ..... 4.37 3.83 3.94 3.80 225 218 213 
Sunflower seed ... 0.67 0.72 0.73 0.75 14.4 15.0 14.0 


Sources; Statistical yearbooks, plans and plan-fulfilment reports. 
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On-the whole, animal output seems to have been main- 
tained at the 1968 level. Livestock numbers have in- 
creased little in recent years, but increasing yields have 
permitted a steady progress in output. In 1969, the cattle 
herd expanded by | per cent, the number of cows remain- 
а МО whereas the pig population declined by 3 per 
cent. 

Some improvement in material and technical supplies 
to agriculture appears to have taken place in 1969. 
Deliveries of tractors remained at about their 1968 level 
(11,065 units) while combines more than doubled 
(1,626 units). Total supplies of chemicals rose slightly, 
but complaints were made about significant delays in 
deliveries of nitrogenous fertilizers. As in the recent 
past, a substantial share (about 40 per cent) of agricultural 
investments in 1969 was channelled into melioration 
works; for the second consecutive year capital outlays 
for such purposes increased by some 30 per cent, the plan 
being overfulfilled. Large investment sums were also 
allocated to the building of plant for the industrial pro- 
duction of meat, poultry and eggs. In 1970, improvement 
of storage facilities, which proved to be particularly 
deficient in the year under review, will be another key 
objective. 

Efforts to improve the qualification level of agricul- 
tural labour continued; the share of collective farm 
members with completed professional training 1$ re- 
ported to have reached 46 per cent in 1969. 


On the whole, the new organizational devices intro- 
duced in agriculture in the recent past seem to be func- 
tioning satisfactorily. In 1970, output of commodities 
and services in the Agri-Food complex is planned to 
increase by 5.5 per cent: 2.6 per cent in agriculture proper 
and 6.1 per cent in food processing. 


The agricultural sector in Poland was equally hard hit 
by climatic adversities. Global output was 4.7 per cent 
below that in the preceding year, plant production 
declining by 8 per cent, while livestock output remained 
practically stable. 


Under the impact of winter frost damage, some changes 
occurred in the structure of sowings: grain areas, and 
especially those of wheat and barley, increased at the 
expense of technical crops and fodder plants. As a 
result, total cereals production expanded by 3.4 per cent, 
average per hectare yields remaining at the 1968 level. 
Output of all other major crops was lower: potatoes by 
11 per cent, sugar-beet by 24 per cent, and rape seed 
by as much as 70 per cent. 

Animal output was maintained due to an increase in 
pig-meat by 4.2 per cent and in poultry meat by 4.3 per 
cent; there was practically no change in milk production. 
As a result of a fairly ample carry-over of supplies of 
potatoes and cereals, the June livestock census showed 


72 The following information on State procurements, which 
normally cover more than 90 per cent of total meat and milk output, 
appears to confirm such an assumption: 


Index, 
1969 over 1968 


Meat (excluding poultry) 101.6 
Ро GAS st, wer oe Ge to sage и Ome pe 13.5 
М nh eet ere 100.6 

и 105.1 


an expansion in the pig population by 3.2 рег cent, but 
in December its level had fallen a few points below that 
of the corresponding month of the preceding year. In 
order to alleviate the strain on fodder resources at the 
farm level, the State had to step in with large-scale 
assistance programmes. Complaints were made at the 
official level, however, that farmers are slow to adapt 
to technical progress and continue to use outdated 
feeding methods, paying insufficient attention to silage 
and other modern means of feed preservation. In 1970, 
the Polish livestock sector will face a difficult task in 
maintaining present output levels, especially of beef and 
milk. It will be necessary to retain at least some 250,000- 
300,000 calves for breeding purposes in order to restore 
the cattle stock. Special production incentives were 
adopted recently: on 1 January 1970, new producer 
prices for slaughter pigs entered into force, together 
with regulations on land tax exemptions for deliveries 
of young slaughter cattle in excess of contract purchasing 
obligations. 

A 17 per cent increase in supplies of chemical fertilizer 
to agriculture was recorded in 1969; per hectare applica- 
tion is now almost 135 kg. Great efforts would seem to be 
required, however, to teach small private farms to use 
these chemicals; according to a special survey in 1969, 
fertilizers are entirely neglected in more than 10 per cent of 
the peasant farms. Detailed soil maps for distribution to 
Polish villages are being prepared at present by specially 
established agencies. The implementation of the recent 
land consolidation scheme is being continued; it involved 
some 63 thousand hectares in 1969. 

In Czechoslovakia, the volume of global agricultural 
output exceeded the 1968 level by about | per cent, which 
can be considered as a satisfactory result taking into 
account the rapid growth in recent years both in the crop 
and the livestock sectors, as well as the fact that climatic 
conditions were not particularly favourable. Adverse 
weather mainly affected the root and technical crops 
which, however, also reflect the further decline in areas 
under potatoes, sugar-beet and rape seed. Output of 
sugar-beet, for instance, on the smallest area ever recorded 
(325 thousand hectares) declined by some 24 per cent, but 
sugar content improved. Total production of cereals, 
on a somewhat larger area and with higher average yields 
than in the preceding year, expanded by more than 7 per 
cent. The 19 per cent increase in fertilizer supplies was an 
important contributory factor. 

The small improvement in the animal sector was 
mainly due to increases in milk and egg output, by 4.6 and 
4.3 per cent respectively. Beef and pig meat production 
declined rather sharply, but further progress was made in 
poultry meat, which reached a level of 130 thousand tons, 
Productivity levels generally continued to rise, but cattle 
herds and the pig population have been falling continu- 
ously in recent years and special measures would seem 
to be required to maintain the stock of animals. The over- 
all fodder situation remained satisfactory in 1969 and 
feed shortages do not appear to be the main reason for 
the contraction. The problem is considered rather to be 
one of incentives and profitability and this raises the whole 
question of the agricultural price structure and policies 
in Czechoslovakia. It has been suggested that the present 
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system of grants, additional payments, differentiated 
prices and direct financial support which, on the whole, 
reflect ad hoc solutions to various problems arising within 
as well as outside the agricultural sector, should be 
replaced by a new integrated approach. Changes in the 
agricultural tax system are also on the agenda of the 
reforms. Moreover, consideration will have to be given 
to measures for eliminating the existing imbalance be- 
tween remuneration and productivity in agriculture as 
compared with other economic sectors.” 


For the second consecutive year, weather conditions 
hindered the development of agriculture in Bulgaria. 
There was no possibility of reaching the 1967 record level 
of output, but total output was 2.4 per cent higher than 
in 1968, due to improvements in the crop sector. Animal 


73 See ‘‘ Structural trends and prospects in the European eco- 
nomy ”’, Part I of the present SURVEY, chapter 2, table 2.18. 


output, affected by the poor harvest in 1968, declined 
further by nearly 5 per cent. 


Total cereal production rose by some 15 per cent. The 
wheat crop remained at the level of the previous year, the 
results being entirely due to the excellent harvest of maize, 
which yielded more than 40 quintals per hectare; extensive 
irrigation and the large-scale introduction of selected 
hybrid strains are considered to explain this success. 
For much the same reasons, the sugar-beet and sunflower 
seed crops also improved. Heavy rains and hail-storms 
during the pollination period caused damage to the fruit 
plantations; vegetables suffered and the tobacco crop 
was partly affected by disease. The summer drought 
had particularly harmful effects on the fodder situation. 

In the livestock sector, it proved impossible to prevent 
a decline in average productivity levels, in spite of State- 
organized additional deliveries of feed. Special measures 


TABLE 13 


Livestock numbers and output of livestock products 


(Numbers of livestock in thousands, output of meat and wool in thousands of tons, 
of milk in millions of litres, of eggs in millions) 


Numbers Output 
Country and year Cattle Cows Pigs Sheep Meat Milk Eggs Wool 
Bulgaria 
1966 iret oe ss 1385 578 2 276 9 998 490 1 456 1 490 26 
бе. 1363 586 2314 9 905 490 1562 1 683 27 
ал о 1 297 579) 2 140 9 652 534 1 540 1 627 29 
1969 о оо 1254 1967 9 218 1530 1530 28 
Czechoslovakia 
бб Se es 4 462 1952 5 305 670 123 4 404 3 080 2 
OG] Beamon tere ве 4437 1929 5 601 770 11175 4 205 3 218 
об, ом 4 249 1 903 5 136 са 11222 4417 3 270 
Об еее 4 222 1884 5 037 4 621 3 411 
Eastern Germany 
бб с. 4918 2 196 912 1 928 1 660 6 728 3 894 8.3 
LOGE eco signe ats 5 019 2188 9 524 1818 ВИЗ 6 904 3 995 8.3 
о ce ео 5 109 2166 9 523+ 1 794 1 798 If PPD 4 046 8.3 
LOGOS eee а 5 ИА! 2167 9 237 1 696 
Hungary 
о ae ce eae в 1 968 UU? 6 123 2 340 1 220 1 790 2 436 9.9 
о aeseer 2049 785 6 647 2 300 ор 1918 2714 10.1 
и И 2017 751 5 806 2 290 ЗЫ 1 875 2792 10.0 
Тб т we Ace ut 1925 5 400 1870 2 600 
Poland 
9668 ee ah ee ce и 10 390 6 014 14 251 3 164 2 625 13 807 6 253 8.0 
об. 10 768 6 143 14 233 3.321 2130 14 058 6 348 8.6 
Об ЗЕ 10 940 6 194 13 911 3 328 2 160 14 202 6 315 8.8 
пб? 11 049 14 357 3 239 14 250 6 400 8.8 
ОР ав. 11 400 14 700 
Romania 
19667 ae oleae 5 198 227 5 400 14 109 1 265 3 738 
6 265 3 738 2 814 
LOG ees В ee: 5352 2 218 5) (Ay? 14 380 1 356 4 123 3 011 ‘ 
о cia ae eae 5 136 2 203 5 853 14 298 ] 297 3 833 3 113 3 
Cesena ge 5 034 2496 5971 13 836 ре р | 
1970 рап...... 1 396 4 248 i. ao 
Sources: Statistical yearbooks, plans and plan-fulfilment reports. 
Note. — For livestock numbers, end-year census in all countries exce 


Bulgaria and Poland. 


pt Poland (mid-year census). Figures for meat are in terms of live weight in all countries except 
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had to be introduced in the autumn to prevent excessive 
slaughterings, but livestock numbers at the end of the 
year still showed a decline for all major categories 
except cows. However, poultry breeding in large-scale 
industrialized enterprises is developing rapidly and the 


census recorded a 19 per cent increase in the total number 
of fowls. 


The irrigated areas expanded by some 3.5 per cent in 
1969. Deliveries of tractors to agriculture increased by 
more than 6 per cent. By contrast, supplies of fertilizers 
were considerably reduced; this development is partly 
explained by the fact that, in 1968, under the influence of 
the steep rise in agricultural output in the previous year, 
the authorities had introduced a massive fertilizer 
programme. As a result, per hectare application rose by 
nearly 40 per cent, from 126 to 175 kg. The antici- 
pated effects were not obtained, however, partly due to 
poor moisture conditions in that year and partly because 
of difficulties in spreading knowledge about application 
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techniques. Average per hectare supplies in 1969 amount- 
ed to 148 kg. 


The policy of encouraging specialization and concen- 
tration of production, especially in the fruit and vegetable 
sector, was actively pursued in 1969. New measures are 
now being envisaged; according to proposals under 
study, the bulk of vegetables, for instance, will in the 
future be grown in some 120-150 large enterprises located 
in the most suitable regions. Such a concentration is 
expected to reduce costs of production, to improve 
quality and, in general, to facilitate exports to the conver- 
tible currency areas.” 


With an increase of almost 5 per cent, global agricul- 
tural output in Romania more than recovered its 1967 
level, in spite of climatic difficulties; the total crop of 
cereals was maintained practically at its 1968 level, due to 
a further increase in the maize harvest. Production of 


*4 See Rabotnichesko delo, 7 December 1969. 


TABLE 14 


Supplies of tractors, grain combines and chemical fertilizers 


(Tractors and combines in thousands, fertilizers in kilogrammes of pure content per hectare of arable land) 


Tractors Combines 
Country 1966 1967 1968 1969 1966 1967 1968 1969 
Stocks 
Bulgaria ? : 71.8 76.0 84.0 si 14.5 15.9 
Czechoslovakia 2 185.9 195.2 204.7 12.3 13.0 14.4 
Eastern Germany? . . 132.8 138.7 144.3 16.8 17.6 17.9 
Hungary 66.8 66.9 64.3 “. 9.7 9.8 9.9 
Poland 136.7 150.2 168.4 189.5 a т т 
Romania . 90.8 93.9 96.4 ca.100 36.8 41.8 47.1 
Deliveries 
Bulgaria . : 7.3 7.0 1.6 IES) 
Czechoslovakia . . 14.4 7.4 Г ох 3.2 1.6 Ae oy 
Eastern Germany . 10.3 10.7 we? GH 1.4 1.4 3 Е 
Нипрагу . 6.5 2 зи о. ИИ 
Poland 21.6 24.2 24.9 Cay BO te de. oe i 
Romania. . 11.6 8.3 8.5 9.4 4.0 4.9 7.8 : 
Fertilizer application | 
Country 1966 1967 1968 1969 

Bulgaria... . 99 126 175 148 

Czechoslovakia 175 183 185 see 

Eastern Germany . 279 297 301 т 

Hungary 63 112 120 132 

Poland 88 101 116 135 

Romania 34 45 50 ca. 60 


ee ee НЕЕ ИО ИЕ 


Sources: Statistical yearbooks, plans and plan-fulfilment reports. 


а Tractors in 15 hp units. 
b Equipment in socialist sector only. 
с Including combines for maize. 
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sunflower seed improved slightly, whereas a small decline 
was recorded in that of sugar-beet. The fruit and grape 
harvest is reported to have been some 30 per cent larger 
than in the preceding year. 


Following the official policy of improving the territorial 
distribution of crops, cultivation of maize will be expand- 
ed in the area of the plains, while wheat production is 
being shifted to climatically more favourable regions in 
the vicinity of the mountain areas. Along the same policy 
lines, 80 per cent of sunflower seed cultivation will be 
concentrated in the south-eastern part of the country.” 


Ample supplies of maize in recent years seem to have 
permitted a continuous increase in the pig population, 
which totalled nearly 2.5 million at the 1969 end-year 
census. But for the second consecutive year, the cattle and 
sheep herds declined slightly. 


Current input levels are gradually increasing. Deliveries 
of fertilizers were 10 per cent larger than in the preceding 
year, but average supplies per hectare are still only 60 kg. 
The improvement in tractor supplies was of a similar 
order of magnitude and the total stock now represents 
| tractor per 96 hectares of arable land. 


Total agricultural investments also rose by about 
10 per cent; as in other recent years, a considerable share 
was devoted to irrigation works. At the end of 1969 the 
total irrigated area amounted to 676 thousand hectares; 
another 200 thousand will be added in 1970, but the 
target of | million hectares in the current medium-term 
plan period will not be entirely fulfilled. Ambitious 
programmes Have been outlined for the future: in 1975, 
the irrigation net is planned to cover 2.5 million hect- 
ares, or 25 per cent of the arable area; the target for 
1980 is 3.5-4 million. 


At the end of December 1969, important organizational 
measures were decided with a view to improving planning 
and management in the collective farm sector, which 
at present comprises 60 per cent of the farm land. The 
objectives are mainly to promote the concentration and 
specialization of production. Until now, Romania was 
the only country in the east European region still main- 
taining a system of State-owned machine and _ tractor 
stations; as a result of the recent measures, the latter will 
be integrated with the farm units. New regulations for 
the calculation of work norms and labour remuneration 
are also included in the reform. Furthermore, the co- 
operatives will be permitted to engage in certain activ- 
ities within the food-processing and craft industry. 
As supreme authority, the Agricultural Council has been 
replaced by a Ministry of Agriculture. 


Hungary was the one east European country where 
weather conditions were reported to be satisfactory in 
1969. The changes in Hungarian agriculture in the past 
year may provide, therefore, a rough indication of the 
latent production possibilities of the other countries of the 
area. At the same time, the developments in Hungary 
reveal certain problems in the agricultural sector which 
are also found in several other east European countries. 


Further progress in average crop yields was the main 
factor contributing to the increase of global output by 


7° See Probléme agricole, No. 9, 1969, p. 8. 


5-6 per cent. Total cereals production was at a record 
level; the extensive introduction of high-yielding wheat 
varieties and the use of hybrid seeds on practically the 
whole maize area, now representing about a quarter of 
total arable land, partly explain this success. Another - 
important factor was the rapidly increasing level of 
fertilizer application, which has now almost doubled in 
the past three years to 140 kg per hectare in 1969. The 
yields of most technical crops improved. The harvest of 
tomatoes was abundant and 30 per cent more fruit was 
produced than in the previous year. 

Developments in the livestock sector were not so 
favourable. In general, animal yields continued to 
improve, but total output declined by some 1-2 per cent. 
The initial stock situation was weak and a further fall in 
cattle and pig numbers was recorded in 1969. Special 
concern has been expressed about the cattle herd, as 
favourable domestic and foreign market conditions led 
to excessive slaughterings, thereby impairing the output 
situation in the near future. However, the basic problems 
are structural in nature. A substantial share of the live- 
stock is still kept in small-scale holdings (in June 1969, 
40 per cent of the cattle and 57 per cent of the pigs), but the 
size of the stock is rapidly declining (cattle by as much as 
10 per cent per year in 1968 and 1969). The establishment 
of large-scale specialized production units cannot offset 
this development. Peasant earnings in Hungary have been 
growing relatively fast in recent years and are now 
considered to be at parity with those of industrial workers, 
but the prevailing prices in stock farming do not provide 
incentives to production efforts in this branch.” The new 
prices for slaughter cattle, pigs, sheep and milk, which 
entered into force on | January 1970, together with the 
support to be given to owners of individual plots, are 
expected to have a favourable effect. However price 
changes alone will not solve all the problems. Production 
costs have generally to be lowered and this objective calls 
for the erection of modern buildings for animal accom- 
modation and improvements in the mechanization level. 


Investment outlays in the agricultural sector in 1969 
increased by about a third, of which 60 per cent was 
accounted for by buildings. Great efforts were made in 
the livestock sector and attention was also given to the 
enlargement of storage capacity, which caused great 
concern in the year under review, especially in connexion 
with the abundant harvest of cereals. The situation has 
deteriorated continuously in recent years and to solve the 
problem a programme has been launched for the State- 
supported building of large reinforced concrete silos. 

1969 was a favourable export year for Hungarian 
agriculture. Cattle and meat, fresh fruit and vegetables, as 
well as canned products, were exported mainly to western 
industrialized countries. Hungary is apparently counting 
on the continuation of agricultural exports, and in the mid- 
1970s exportable surpluses are expected for the majority 
of agricultural products. It is recognized that this will put 
considerable demands on economic management and 
require a close watch on developments in the world- 
market situation. 


a8 According to the closing accounts for the year 1968, the average 
rate of profitability was no more than 0.3 per cent. 


4. 


INVESTMENT 


(i) Changes in fixed investment 


Most countries of the area envisaged a deceleration of 
the rate of growth of fixed investment in 1969. The actual 
rate of growth declined slightly in Poland and sharply 
in Romania and the Soviet Union, while Bulgaria record- 
ed a substantial decline in the volume of investment (see 
table 15). In Czechoslovakia, however, the rate of invest- 
ment expansion remained virtually the same as in 1968 
although the plan had called for a significant decline. 
Eastern Germany and Hungary, the only countries which 
had planned for an acceleration of investment expansion 
in 1969, also exceeded their targets, but by comparatively 
small margins. In the former country, the rate of growth of 
investment has accelerated rather steadily in recent years. 


An examination of the year-to-year changes in the pace 
of investment expansion of the various countries during 
the period 1966-1969 does not reveal any definite pattern. 
In several countries, these four years have been charac- 
terized by very sharp fluctuations in investment outlays 
(see table 15 and chart 1). Thus, in Bulgaria and Hungary, 
the highest growth rates (achieved т 1967) were 25 and 21 
per cent respectively, while the lowest rates were —15 per 
cent in Bulgaria (1969) and 1 per cent in Hungary (1968). 
The smallest fluctuations were registered by eastern Ger- 
many, Poland and the Soviet Union. It appears, however, 
that most of the countries recorded a significant decele- 
ration in investment expansion between 1966-1967 and 
1968-1969; it was particularly marked in Bulgaria and 
Hungary. The exceptions were Czechoslovakia and east- 
ern Germany; in contrast to the other countries, Czecho- 
slovakia recorded its lowest rate of investment expansion 
in 1967. 

The 1970 plans call for an acceleration of investment 
expansion in Romania, the Soviet Union and, in partic- 
ular, in Bulgaria. In the other countries, investment 15 
expected to expand at lower rates than those recorded 
in 1969, with particularly sharp reductions in Czecho- 
slovakia and Poland. Assuming that these expectations 
will materialize, the investment expansion during the five 
years 1966-1970 will exceed the plans by a comparatively 
wide margin in Czechoslovakia, eastern Germany and 
Hungary, while for the other countries the results achieved 
will be rather close to those planned.” 

As shown in last year’s SURVEY, the incremental capital- 
output ratios, which rose in all countries between 1951- 
1955 and 1961-1965, have tended to fall in recent years. 
The results achieved last year and the plans for 1970 seem 
to confirm this development. 


77 It has been stated that in Albania the volume of fixed capital 
investment in the first four years of the current five-year plan was 


12 per cent above the planned figure. 
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Investment ratios, growth rates and incremental capital-output ratios 
a ИИИНИИ 


Incremental 
capital-output 
ratios 


Investment ratios Growth rates 


1961- 1966- 1961- 1966- 1961- 1966- 

1965 19702 1965 1970a 1965 1970a 
Bul ра arene eee 2) BBS 6.7 8.6 4.0 3.9 
Czechoslovakia . . . . 25.4 26.7 1S) 6.9 13.4 3.9 
Eastern Germany .. . 20.1 24.1 35) 5.4 57 4.5 
"ЕТО 5 5 6 6 8 6 29.4 32.9 4.5 6.7 6.5 4.9 
ВО о она ee: Mya И 6.1 6.2 3.8 4.7 
IROOM s 5 5 6 4 a a 33.6 36.0 9.0 8.6 3.7 4.2 
Soviet Union. .... PBT 28 6.5 Ue 3.6 93 


Sources; Statistical yearbooks, plans and plan-fulfilment reports. 


Мот. — _ Investment ratios show total gross fixed capital investment аз a 
percentage of national income: both investment ratios and growth rates refer to 
national income produced; incremental capital-output ratios are calculated with- 
out the usual time-lag between capital investment and the increase of national 
income. For an indication of the relationship between net investment and national 
income in 1965 see Part I, chapter 4, table 4.5 of this SURVEY. 

The ratios refer to total investment in all countries. Some estimates for 1969 
and the plan for 1970 have been made on the assumption that total investment 
changes in harmony with State investment. 

For the price base of calculations see table 15. 


a Based on actual rates in 1966-1969 and the planned rates for 1970. 


Czechoslovakia, eastern Germany, Hungary and the 
Soviet Union are likely to achieve a decrease in their 
capital output ratios between 1961-1965 and 1966-1970. 
In the first three countries, this change will be associated 
with an increase in the investment ratio as well as with 
an acceleration of the growth of national income; the 
Soviet Union is the only country which is unlikely to 
experience any significant increase in the investment ratio 
between 1961-1965 and 1966-1970. Bulgaria will probably 
keep its capital output ratio approximately unchanged at 
the 1961-1965 level, while increases in this ratio may be 
recorded by Poland and Romania; the latter country is 
the only one which will probably not accelerate the growth 
rate of its national income between the two periods, while 
the expected slight acceleration in Poland is unlikely to be 
sufficient to offset the higher investment ratio. 


In most countries of the area, investment demand in 
1966-1968 tended to exceed the resources available for 
fixed capital formation. In several cases, demand was 
stimulated by a move towards a certain decentralization 
of investment decisions, supported by the creation of 
larger funds at the enterprise level and greater reliance on 
credit as a source of investment financing. Excess demand 
resulted in a dispersion of efforts which was reflected in 
an increase in the stock ratio, i.e. the net additions to the 
stock of uncompleted investment as a percentage of 
fixed investment outlays which reached relatively high 


- 
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levels in several countries in 1967 and/or 1968 (see 
table 18).7° 

Measures were taken in most countries last year to 
reduce the stock ratio and to concentrate resources on 
important projects of State investment. As compared 
with 1968, the additions to the stocks of uncompleted 
investments fell in 1969 in all countries for which data 
are available. Nevertheless, the imbalance between 
demand and available resources persisted in several 
countries in 1969, as indicated by the analysis presented 
in (ii) below of developments in the construction and 
building-materials industries; in particular, the latter 
industry constituted a bottleneck in 1969. 

In contrast to building materials, engineering goods 
are widely traded internationally. In most countries the 
metal-processing industries expanded at a relatively 


78 The stock ratio may also be influenced by changes in the 
structure of investment. 


rapid pace in the years 1966-1969 (see table 16). Fluctu- 
ations in investment outlays were therefore mainly 
reflected in changes in the rates of expansion of exports 
and, in particular, of imports of machinery and equip- 
ment. Thus the investment drives in Bulgaria and 
Romania in 1966 and 1967 caused sharp upswings in 
imports of machinery and equipment, while the sub- 
sequent decelerations of investment activity were 
associated with a stagnation of imports with exports 
of machinery and equipment continuing to expand. 
These developments illustrate the relationship between 
trade balances and investment activity, which is especially 
significant in small countries where imports account 
for a large share of investment in machinery and equip- 
тег.” In such countries, excessive investment demand 
tends to result in balance-of-payments problems. 


79Tn 1963-1966, this share was about 50 per cent in Bulgaria, 
32 per cent in Romania and 25 per cent in Hungary. 


TABLE 15 


Growth of fixed capital investment and of national income 


(Annual percentage changes) 


Plan Actual Plan 
1966-1970 1966-1969 1966 1967 1968 1969 1969 1970 
(annual averages) 
Bulgaria 
Rixedinvestmentiseem sneer nies 1355 9-10* 22.3 Zouk 9.1 —15* — 24 
маповланосолле 5 o 6 oo ob 6 6 8 Oo oS 8.5 8.5 НО 9.0 6.4 77 10 9 
Fixed investment аз a percentage of nationalincome 31.0 32.9 30.2 34.7 35.7 Sila 35.8 
Czechoslovakia 
ОО о оо ооо ‘ 5.6 8.2 9.8 27 10.4 10.3 6.5 2.5 
Манопатсое miei) Garren ue ae 4.1-4.4 hes 10.2 52 7.5 6.5 4 52 
Fixed investment as a percentage of nationalincome 27.7 26.7 26.5 25.9 26.6 27.6 26.8 
Eastern Germany 
Fixed investment OL ie ее 8.0-8.7 9.7 7.0 92 10 13 11.0 11.0 
National О о Cano) 5.2 4.9 5.4 5:3 3) 6.0 6.3 
Fixed investment аз a percentage of nationalincome 22.6 23.4 21.8 22:5 23.5 25.4 26.5 
Hungary 
ixedbinvestment:2 6 mire mmm ne in hs 7.0 9.4 9 21 1 7-8 i 6-7 
National MNCOME Seer niin ey а 5 Sooo) 7.0 8.4 8.7 5.0 6 5-6 5-6 
Fixed investment as a percentage of nationalincome 28.3 32.8 30.5 33.9 33.6 33 33.4 
Poland 
Fixed investment as UE A ee cr a ere 8.0 9:2 8.5 eS 9.0 8.2 9.2 Ze 
National INCOME Fe. eee eee Cee ee ee ЗК. 6.0 6.3 Tee 5.6 9.0 55 5) 5.8 
Fixed investment as a percentage of national income 27.7 29.3 27.8 29.3 29.3 30.6 29.7 
Romania | 
Fixed investment® ...... 10.3 11.4 10.7 17.3 82 5.1 9 9 
National income ...... т Gi, Woe 7.8 10.0 1533 6.8 12 
Fixed investment as a percentage of national 
income 8 31.9 31:5 28.9 31.4 32.8 32.3 31.4 
Soviet Union | 
Fixed investment. ..... 7.4 7.0 7.6 8.2 8.1 4 6 7.6 
National ПО a оо ово оо 6.6-7.1 7.6* 8.0 8.8 7.5 6 6.5 с 6.0 С 
Fixed investment аз а percentage of nationalincome 24.4 23.8 23.8 23.8 23.9 2305 | 23. 8 


Sources: Statistical yearbooks, plans and plan-fulfilment reports. 


Note .— The price base for the information on investment anc i i i inv m т ulgaria—pre-1963 prices; < zechoslovakia 
I i I and national income for the calculation of investment atios is: i i 
; | at ` sis: В lg é p p 5 i 
—1963 prices and 1960 prices respectively; eastern Germany—pre- eform prices; Hungary—1955 prices; Poland—1961 prices; ОВ 195 рее, Soviet U i 
, 5 71 nion 


—1955 and 1958 prices respectively. 
а Excluding private investment. 
b Refers to centralized State investment (about 90 per cent of total investment). 
¢ National income distributed. 


Unless otherwise stated, data refer to national income produced, 
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TABLE 16 


Production and foreign trade in the investment-goods sectors 


(Annual percentage changes) 


Actual Plan 
1966 1967 1968 1969 1969 1970 
Bulgaria 
Output of: 
(Сочи ИШЕ оо оосообо 1 17.8 MLS) 4.2 ot 8 
Construction-materials industry .... 8.8 17.0 8.4 3:7 Ss sts 
Metal-processing industry ...... 20.0 20.6 12.2 155 Pr 11 
Exports of machinery and equipment .. 14 WZ 13 33 а a Е 
Imports of machinery and equipment. .. 36 11 2 -1¢4 
Czechoslovakia 
Output of: 
Construction industry ........ 9.2 6.8 6.2 65 6.55 6.9 
Construction-materials industry ... . 9.5 8.2 5.6 3:2 8.7 Me 
Metal-processing industry ..... . 10.6 1:2 7.6 6.9 12 7.0 
Exports of machinery and equipment. . . 5 7 6 a ae a 
Imports of machinery and equipment. . . 11 -7 iG 
Eastern Germany 
Output of: 
ConstruchionmnGustty ene ee 10 LO Mca 10 V2 8.6 
Construction-materials industry .... 5.0 4.3 6.1 8 ae 
Metal-processing industry ...... 8.0 7.8 7.5 са. 8-9 
Exports of machinery and equipment . . ae 8.0 14.0 as 
Imports of machinery and equipment. . . me 55 14.0 
Hungary 
Output of: 
Consiructionindustrys ene cee dd 13 6 6-7 6-7 7-8 
Construction-materials industry ... . 10 11 1 -5 eo 5 
Metal-processing industry ...... 9 10 7 4 й 7 
Exports of machinery and equipment . . 1 6 14 7 a : 
Imports of machinery and equipment... 4 29 -9 8 
Poland 
Output of: 
(ООО О ЕО о eee М 9.8 9.3 5.4 a 2.9 
Construction-materials industry .... 6.9 7.8 9.3 Ue? 6.1 6.2 
Metal-processing industry. ...... 9.6 10.8 14.3 135 12.9 10 
Exports of machinery ап4 equipment. .. 4.6 13.6 16.0 16.3 13.4 
Imports of machinery and equipment. . . 14.1 11.8 4.7 15:9 16.9 
Котата 
Output of: 
Constructionindustry, 9... 6)... 10 18 i) Sail | 
Construction-materials industry .... 9.2 13.8 Wiad! 11.8 125 ne 
Metal-processing industry... :... 13.5 16.7 17.3 15.3 13.6 13.8 
Exports of machinery and equipment .. 0.9 28.7 18.3 ae : 
Imports of machinery and equipment. . . 18.5 51.2 —0.4 
Soviet Union 
Output of: 
Constructionindustry ........ 6.5 8.7 7 6 8 
Construction-materials industry .... 9.1 9.5 7 4 7 
Metal-processing industry ...... 12 12 12 12 97 9.2 
Exports of machinery and equipment . . 13 11 13 
Imports of machinery and equipment. . . -5 14 19 


м 


Sources ; Statistical yearbooks, plans and plan-fulfilment reports. 


Note: The information on the construction industry refers to all sectors of ownership in Czechoslovakia, eastern 
Germany (except handicrafts) and the Soviet Union (except industrial activity on collective farms). State and co-operative 
sectors are covered in Bulgaria, Poland and Romania; the State sector only in Hungary. 


а First nine months. Ь Construction enterprises only. с State sector only. 


(ii) Construction 


As shown in table 16, the rate of expansion of construc- 
tion activity remained almost unchanged in 1969 as 
compared with 1968 in Czechoslovakia, eastern Germany, 
Hungary and the Soviet Union, but slowed down con- 
siderably in Bulgaria, Poland and Romania. The dis- 
crepancy between the rates of growth of the construction 
industry and fixed investment outlays exceeded 2 per- 
centage points in eastern Germany and Poland, where 


construction lagged behind, and in Bulgaria and the 
Soviet Union, where investment outlays grew more 
slowly. The discrepancy was particularly large in Bulgaria, 
where the decline in fixed investment outlays was ac- 
companied by a modest increase in construction activity. 

The contribution of employment to increases т 
construction activity was on the whole minor last year. 
Employment in the construction sector remained either 


TABLE 17 


Changes in factor inputs and output in construction industry 


(Annual percentage changes) 


Country and year Employment р Output и и 
Bulgaria 
LO GOR wane as nee ee 11.8 Dies 17.9 15.7 5.5) 
1D Gila о а 9.7 24.6 17.8 18.7 7.4 
D968 АЕ ЖЕ Ea 13.8 IES 172.8) 9.6 
ре ie a Wr, —= 4.2 4.2 
Czechoslovakia 
бб А. 3.8 7.8 9.2 2.9 SP 
бое 3.2 es 6.8 D2) 3.5 
бо oe ee 1.8 9.5 6.2 Well 4.3 
1969 —0.6 а 5.8 а 6.4 а 
Eastern Germany 
[S66 ое —0.4 7.065 5.5 7.66 5.9 
ас, аль ЭЙ 7.66 9.5 4.46 6.2 
о 6.9 [52.0% 9.8 7.85 * 729) 
196.9% Me в м О 5 10 с 5 
Hungar 
тт а И wn 6.5 10.7 11 7.6 4 
TOG Tie о. 5.5 9.4 [3 6.3 a 
о yr, ee eee 6.0 17.4 * 6 14 * — 
о ee er i 6-7 — 
Poland 4 
обе. - 27 8.1 3 5.3 
Об Se es 5.6 15 9.8 8 4 
Оба а т Са 4.8 1 9.3 6* 4.3 
О их Aes ck role ceases 0.9 5.4 4.5 
Romania 
О ом ea ae 6 10 9 4 
VO Guar es ne ke ee 8 11 18 4 9 
WSO Sa he oe ОВС 4 1 7 8 
1969 5 
ее Ой 3.4 12.9 6.5 ORS 3.0 
И a Re te Ans 10.9 8.7 6.1 ¢ 4.0 
DGS tee ae eos 2.9 10.7 7.0 TO 4.0 
Ре > ee 3 6 3 


en ьк 


Sources: National statistics, plans and plan-fulfilment reports. 


Note. — Capital intensity is defined as fixed capital stock per employed person (both at end-year). 


a Only construction firms. 

Ь Annual averages. 

с State sector only. | 

d State and co-operative sector. 


e End-year capital stock related to average annual employment. 
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stable, as in Bulgaria, or varied by less than one per cent, 
as in Czechoslovakia (where it decreased) and in Poland 
(a small expansion). The change was more substantial in 
the Soviet Union, construction employment increasing 
by 3 per cent, and in eastern Germany where, in spite of 
a general shortage of manpower, employment in this 
sector increased by 5 per cent, which was less than planned. 
The employment expansion by 7 per cent in Hungary 
last year may have corresponded approximately to the 
reduction in working time. 


The gain in productivity in 1969 ranged from 4 to 7 
per cent,®° accounting for about 50 to 60 per cent of the 
increase in output in eastern Germany and in the Soviet 
Union, and 80 per cent in Poland, while productivity 
rose at the same rate as output in Bulgaria and at a some- 
what higher rate than output in Czechoslovakia. 

Productivity has been rising rather steadily in most 
countries during the past four years, partly as a result of 
increasing mechanization and relatively ample supplies 
of construction equipment. In the period 1966-1968, 
capital intensity (i.e. fixed capital stock per employed 
person) rose by more than 50 per cent in Bulgaria, 25-30 
per cent in the Soviet Union and Hungary and by 15-20 
per cent in Czechoslovakia, Poland and eastern Ger- 
many. 


80 п Hungary, only for output per man-hour. 


The progress in the application of advanced building 
techniques was substantial in some countries in 1969. 
Eastern Germany, for instance, increased its reliance on 
light-metal structures in construction by a further 30 per 
cent, while State building enterprises in Hungary ех-. 
tended the technique of industrial housing construction 
from large-scale segments to 33 per cent of their housing 
output (in comparison with 22 per cent in the previous 
year). The use of prestressed concrete as a building 
material increased considerably (by 13 per cent) in 
Romania last year, but remained unchanged in relative 
terms in the Soviet Union and Czechoslovakia. 


The building materials bottlenecks tended to worsen 
further in 1969. The main exceptions were Romania and 
Poland, where the rate of growth of the building-materials 
industry surpassed that of the construction industry by 
6 and almost 2 percentage points respectively. In the 
other countries, the output of building materials expanded 
more slowly than that of the construction industry with 
the result that shortages persisted in respect of cement, 
bricks and prefabricated building components. The situ- 
ation was particularly tight in Hungary, where the out- 
put of construction materials declined (stocks declined 
and the government arranged for imports of certain 
materials). In several countries, delays occurred in the 
completion of important projects in the State sector, in 
spite of the policy of limiting supplies to co-operatives 
and private constructors. 


(iii) Changes in methods of planning and financial control 


Experience in recent years has demonstrated the diffi- 
culties inherent in the task of combining achievement of 
central strategic investment objectives with the promotion 
of a flexible response to technological advance as well as 
to changes in domestic and foreign demand through a 
certain decentralization of investment decisions. These 
difficulties tend to be particularly significant in situations 
of excess demand. Administrative measures may be 
taken to ensure the implementation of centralized in- 
vestment, but such a course of action cannot but limit 
the resources available for decentralized investment. On 
the other hand, failure to act, through administrative, 
financial or other means, gives rise to further dispersion 
of efforts and delays in the completion of projects. 

As will be shown in (iv) below, several countries had 
to take short-term adjustment measures in 1969. Consider- 
ation has also been given to measures designed to improve 
investment planning and implementation in the long run. 
In particular, reference may be made to the systems of 
financial control introduced in eastern Germany and 
Hungary in 1968 and to the new system of investment 
planning adopted in the Soviet Union in 1969. 


The new systems of comprehensive financial control 
introduced by eastern Germany and Hungary aim at co- 
ordinating, planning and managing the inter-related 
process of investment finance as one composite aggregate. 
They are designed to overcome the shortcomings of 
compartmentalization between State budgetary finance, 
credit financing and self-financing by enterprises, co- 


operatives and private housing investors. In principle, 
comprehensive financial control should also enable the 
authorities to adjust aggregate investment demand to the 
available supply of investment goods. 


The new system of investment financing in eastern 
Germany which was introduced on | January 1968 seems 
on the whole to have functioned satisfactorily last year.®2 
Budgetary finance to the amount of M4.6 billion, or 15 
per cent of total spending on investments, was provided 
exclusively for infrastructural investment and some struc- 
turally important industrial projects. Investment finance 
to the enterprise sector was made available in the new 
system through self-financing, i.e. from depreciation 
allowances and profits channelled to their development 
fund and in accordance with normatives now established 
for two years, namely 1969 and 1970. The objective of 
limiting aggregate investment demand and of obtaining 
an investment distribution in accordance with planning 
priorities necessitated, however, a certain redistribution 
of investment resources. This meant that spending was 
blocked of one part of the investment finance earned by 
enterprises in some lower priority sectors and that these 
resources were re-channelled through the credit system to 
enterprises in higher priority sectors. The State Bank and 
the Bank for Industry and Commerce of eastern Germany 


81 For a description of this system, see Economic Survey of Europe 
т 1967, chapter П, р. 69 and the Survey for 1968, chapter П 
pp. 107-108. 


; Investment 43 
443 


Hungary : Planned sources of investment finance 
in State and co-operative sector 


сева АЕ ee ee ee ee 


Billions of forints 1970 
1969 1970 1969 = 100 
Budgetarystunds <n eee 30.4 23.4 77 
Enterprise development funds . . 16-18 23 128-144 
State subsidies, credits and depre- 
ciation allowances ca. 26 32.6 125 


TOTAL 72-74 79 107-108 


Sources: Népszabadsdg, 8 and 19 December 1968 and 11 December 1969. 
а Includes allocations of circulating capital to newly established enterprises. 


had in this way become responsible agents for the dis- 
tribution of credits not only from a strictly financial point 
of view but also from that of investment plan fulfilment in 
respect of investment efficiency and technical standards. 


Planners in Hungary have not succeeded so far in 
obtaining in the framework of their newly established 


82 See also Neues Deutschland, 16 January 1969 and 17 January 
1970 and Die Wirtschaft, 1 January 1970. 


system of investment planning all the advantages that 
can be realized by safeguarding an appropriate balance 
between aggregate investment demand and the available 
supply of investment goods.* 


The financial resources available for the implementation 
of the 1969 investment plan were indeed abundant in the 
State and co-operative sector and the fiscal and credit pol- 
icy measures introduced with effect from 1 January 1969 
were not sufficient to absorb excess investment demand." 
Budgetary investment was carried out according to plan. 
The limits set by the credit policy instructions were also 
maintained. But the financial resources available to 
agricultural co-operatives and to industrial and service 
enterprises considerably surpassed the supply of in- 


83 For reports on investment planning in Hungary, see the 
Survey for 1966, chapter II, р. 53, the Survey for 1967, chapter II, 
pp. 69-70, and the Survey for 1968, chapter II, pp. 114-115. 


84 These measures introduced, inter alia, a capital charge on capital 
invested on credit (while earlier only ‘‘ endowed ”’ or “ self-financed ” 
capital was subject to the charge) and restricted the volume of 
investment credit to practically the previous year’s level. Temporary 
exemptions from the capital charge were withdrawn in some 
sectors, e.g. service industries. Moreover, a new tax was imposed 
on construction enterprises to absorb extra enterprise profits origin- 
ating from “ freely priced ’’ construction. 


TABLE 18 


Conipleted investments and changes in the stock of uncompleted investments 


(Billions of national currency units and percentages) 


1965 1966 1967 1968 1969 
Bulgaria а 
Completed investments . ‘ 0.89 ПО 1.55 1.49 1.63 * 
eae in stock of uncompleted а 
. In value 0.19 0.35 0.33 0.52 0.26* 
. As percentage of fixed investment 16 24 18 26 or 
Czechoslovakia 
Completed investments . ; . 62.6 67.4 58.35 66.1 76.1 
se in stock of uncompleted fnyestments : 
. In value . -0.1 12 12.15 ИЯ 9.7 
: As percentage of fixed pavement —0.2 Not 240 15.0 1.3 
Hungary © 
Completed investments . 42.9 42.1 50.5 58.1 
Change in stock of uncompleted investments: 
1. In value 0.8 5.6 es) 0.5 
2. As percentage of fixed ее 1.9 Пой 12.9 0.9 
Romania 4 
Completed investments . „о 359 42.3 42.5 49.4 56.7 
Change in stock of uncompleted iavestnents: 
1. In value : 5.0 Ze 9.8 9.0 4.7 
2. As percentage of fixed favestment 12.4 5% 18.7 15.4 7.6 
Soviet Union 
Completed investments . . 44.7 47.9 92%] 53.8 40.8 * 4 
Change in stock of uncompleted ее кой, 
№ Tn value : : 4.0 4.5 4.6 es 3 Sines 
2. As percentage of fixed favestment 8.2 8.6 8.1 12.2 Sites 


a 


Sources: Statistical yearbooks and plan-fulfilment reports. 


а State investment only. 


b Derived as the difference between investment at 1 January 1967 


prices (see Statistickd rocenka CSSR, pp. as 197). 
priced at 1 April 1964 prices, which were 2 
than appears in the table. 

c State and co-operative investment. 

d Centralized State investment only 


2 per cent lower; it is thus possib 


prices and completed investments at current (1967) 
Some part of completed investment, however, may have been 
le that the derived differences are lower 
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vestment goods.** The level of construction costs, in 
consequence, increased further (by 5 per cent in 1969 
according to the plan-fulfilment report) and delays ac- 
cumulated in the completion of constructions. 


The financial programme introduced in the context of 
the plan for 1970 provides for a series of further measures 
with a view to establishing a better balance between 
investment demand and the supply of investment goods. 
Budgetary financing of investment is to be sharply 
reduced; the credit policy instructions for the year main- 
tain the limit of investment credit unchanged at last 
year’s level (8.5 billion forints); measures for a re-chan- 
nelling of financial resources between “ saving” and 
“investing” enterprises are also foreseen. Further 
measures have been taken with a view to improving the 
supply of investment goods, in particular by subsidizing 
investment in the construction-materials sector. This 
progress towards an equilibrium in the investment sector 
can be expected to reinforce further the favourable stimu- 
latory effects—which were already apparent in 1969— 
on high return investments, in particular in export in- 
dustries, domestic trade and in the service industries. 


The whole complex of problems related to investment 
planning and implementation has been the subject of a 
series of important measures in the Soviet Union. The 
Resolution by the Party Central Committee and the 
Council of Ministers of June 1969 “оп the improvement 
of the planning of capital investment and the reinforce- 
ment of economic incentives in the construction in- 
dustry’, together with two related measures,® devel- 
oped a comprehensive approach for the solution of these 
problems—which will become effective with the intro- 
duction of the forthcoming ninth (1971-1975) five-year 
plan. 

The new system of investment planning provides for a 
close co-ordination of investment plans with other parts 
of the national economic plan, as well as for a strict 
central control of preparation and revision. Planning 
authorities are directed to ensure an adequate balance 
between plans for investment and those for finance and 
manpower and for the construction materials industries. 
The five-year investment plans (which will be the standard 
form) will be subject to central approval together with 


89 Népszabadsdg, 11 December 1969 and 18 February 1970. 
Agricultural co-operatives invested 50 per cent more than originally 
expected while enterprise profits had risen particularly sharply in 
the construction industry and in domestic and foreign trade. 

86“ Resolution on the improvement of projecting and budgeting 
work ” and “ Resolution on the qualitative improvement of housing 
and social construction”? (see Ekonomicheskaya Gazeta, 1969, 
No. 26). 


the annual implementation plans (which will have to be 
established simultaneously with the five-year one). 
Subsequent changes will be strictly limited and will also 
require central approval. 

The new system of financial planning is also made more . 
comprehensive; at the same time, it provides for a greater 
degree of flexibility than in the past by extending the 
scope of credit financing. The financial plan and all 
related parts of the investment plan will incorporate not 
only centralized State investment but all other sources 
of investment finance including, for instance, collective- 
farm investment. In respect of credit financing, the 
USSR Investment Bank and the USSR State Bank are 
granted increased authority, with special responsibility 
for ensuring the most rational channelling of credits. 


The contractual link between investors and construction 
enterprises is substantially reinforced in the new system. 
The general contract, which will include detailed cost 
estimates, is established as the basic document regulating 
rights and obligations of “client” and “contractor ”; 
it is also designed as the main instrument safeguarding 
planning and financial discipline on the “ implemen- 
tation ”’ level. 


Reorganization of the construction industry is an 
important part of the reform.’’ The industry’s plans from 
1970 onwards include indicators not only of the global 
volume of construction and installation work but also 
of completed work (or steps of completed work), as 
handed over to the investor.** In the new system, the 
latter are the decisive indicators for the distribution of 
allocations from profits to the enterprise funds for 
material incentive and production and social-housing 
development. The common material interest of investors 
and contractors in investment completion was further 
promoted in the context of these measures by a rise in 
the rates of bonus payments—shared out between, on 
the one hand, investing administrations and enterprises 
and, on the other, construction, assembly and project 
firms—to 2.2 per cent of budgeted project costs (on the 
national average).*® 


97 In particular, a new type of construction organization is being 
established, by forming mobile enterprise units (with mobile living 
quarters) with the special task of undertaking projects in remote 
areas. 


88 The new regulations refer, in addition, to the following indi- 
cators: cost budgets; annual wage fund; profits, budgetary allow- 
ances and taxes. 


8° Extra bonus payments are granted at progressive rates in accord- 
ance with the reduction obtained in comparison with standard 
completion periods, i.e. extra bonus of 10, 25 and 50 per cent for 
reductions by 10, 20 and 30 per cent respectively. 


(iv) Review by countries 


Fixed capital formation in the Soviet Union increased 
by 4 per cent in 1969 instead of the envisaged 6 per cent. 
However, the government succeeded in imposing its 
priority for the completion of investments in the State 
sector, partly by reducing the number of new starts on 
projects of national interest by one half (to 300). On 
the other hand, the planned concentration of the incre- 


ment in resources on centralized investment did not 
materialize, although measures were taken to limit the 
allocation of equipment and materials to the collective 
farm and housing sectors. 


8° The plan called for increases of 8 and 1 per cent in centralized 
and decentralized investment respectively; according to data on 
the actual results, the latter rose slightly faster than the former. 


As noted in (iii) above, the government also took a 
р number of longer-term measures in the area of investment 
planning and implementation which are bound gradually 
to improve supply conditions in the investment goods 
sectors. Planners and policy makers therefove envisage 
for 1970 an expansion of investment designed to obtain 
a rather close fulfilment of the five-year (1966-1970) 
investment plan. 


Soviet Union: estimated shares of machinery and construction 
a ee ee ee 


Percentage shares 
1969 1970 Plan 


1968 1969 1970 (1968= (1969= 
ап 100) 100) 
Machinery and equipment SO Зы Зо Ц meets 
Building and construction . 60.4 61.0 59.6 105 106 
Other investments... . . о 85 8.8 103 112 


100.0 100.0 100.0 104 109 
ФИА Ola O15 


TOTAL 
Value in billions of roubles 


Sources: Statistical yearbook, plan-fulfilment report and plan. 


The shift towards an increase in the share of building 
and construction and a reduction in the share of machin- 
ery and equipment in 1969, shown in the above text table, 
was much less pronounced than was envisaged in the 
annual plan. Investment construction, according to the 
plan, should have increased by about 12 per cent instead 
of the 6 per cent actually obtained; this shortfall was 
largely responsible for failure to fulfil the investment 
plan. 


Soviet Union: sectoral distribution of fixed investment 


Percentage shares 


1969 1970 Plan 
1969 1970 (1968 = (1969 = 

Plan 100) 100) 
Agriculture . 18.9 19.2 105 111 
Industry я 36.9 39.2 104* 115 
Construction = 2. 2. 2 Me (111) ie 
Housing : 14.2 13.9 96 106 
Other sectors . 27.9 (108) 


Sources: Izvestia, 11 December 1968; Ekonomicheskaya gazeta, 1969, No. 51; 
and plan-fulfilment reports. 


The sectoral pattern of plan fulfilment, and in particu- 
lar the fulfilment of the housing programme, reflected the 
shortfall in construction output. The plan had called for 
an increase of about 14 per cent in housing investment; 
in the event there was a decline from the previous year’s 
level. By contrast, plans for industrial, agricultural and 
construction investment were fulfilled, investment in 
these sectors expanding at average or above average rates. 


The sectoral distribution of the investment programme 
for the current year indicates the priority to be given to 
investment in productive sectors, in particular in industry 
and agriculture: of the total increase of 6 billion roubles 
over last year’s actual investment, these two sectors are 
allocated 4 billion and 1.4 billion roubles respectively. 
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Soviet Union: fixed industrial investment by branches 
ee ae a Ee eine Re ee OES Oe Ia eee 


Percentage shares 


1969 1970 Plan 
1969 1970 (1968 = (1969= 
Plan 100) 100) 
ucla ie ane 20.8 22.0 138 122 
LEP AV Tg aoe wee US Ales il} 100 A 
Ferrous metallurgy 11.94 11.0 (148) 1064 
Engineering ..... 18.1 19.3 100 1236 
Chemicals 10.8 10.7 * 104 ВИ 
Construction materials . 6.9* 6.7 112 ae 
Wood and paper .. . 6.9 6.7 100 112 
Food processing. . . . Gri 84 
Light industries... ee 28 cy ee 
Other industries ... — 


Sources; Statistical yearbooks; plan-fulfilment reports; Jzvestia, 11 December 
1968; Ekonomicheskaya gazeta, 1969, No. 51. 


a Total metallurgy. 

БОГ which: tractors and agricultural machinery production — 35 per cent, 
machine tool and instruments production — 41 per cent, light and food industrial 
machinery and household appliances — 62 per cent. 

The distribution of industrial investment did not change 
substantially in 1969. Most of the addition appears to have 
gone to the fuel and metallurgical sectors (which seems 
to have included in 1969 the category previously listed as 
‘other’ industries). A further shift from food proces- 
sing to light industries also occurred. The big increase in 
industrial investment in 1970 will be allocated largely to 
the engineering, fuel, chemicals, light and food industries, 
and within engineering to the machine-tool and instru- 
ments, tractors and agricultural machinery, and household 
appliances branches. The objective of introducing ad- 
vanced techniques and developing existing standards 1$ 
again apparent in this year’s investment and production 
programmes: investment in the engineering industry is to 
be increased by 23 per cent and in the machine tool and 
instruments branch by 41 per cent. The production pro- 
gramme of the domestic engineering industry will permit 
a considerable expansion of supplies to industry of 
machine tools with programming control and of auto- 
matic or semi-automatic production lines. It is also 
envisaged that industrial co-operation with west Euro- 
pean firms, along the lines developed in the motor-car 
industry, will be extended to the motor-truck industry.” 

On the basis of available data on the sectoral distribution 
of investments in the past four years and in the plan for 
the current year, it appears that the expected fulfilment 
of the current five-year (1966-1970) investment plan will 
result in a close attainment of the housing programme, 
a less than planned five-year total of agricultural in- 
vestment, and over-fulfilment of the industrial, con- 
struction and transport investment plans.” Actual capa- 
city additions in the first four years of this plan (see table 
19) are, however, already of structurally relevant dimen- 
sions in electric power industry, iron-ore mining for 
exports, mineral oil and natural gas production and 
transport, mineral fertilizer, plastic materials, synthetic 
resins and cellulose production, and in some consumer- 


goods industries (e.g. knitted wear and motor-car 
production). 
91 For further details, see section 2 of this chapter 


92 See the Survey for 1968, chapter II, table 13, and the relevant 
text table above. 
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TABLE 19 


Additions to capacities in Soviet industry and transport 
Я En ; 
ый by Additions in 1966-1969 

Existing и Additions to capacities as a percentage of 


capacity = additions }§©=—_—— “capacity planned_ 
or output _ 1966-1970 or output additions in 
Type of capacity and units in 1965 а 1966-1969 1966 1967 1968 1969 т 1965 1966-1970 
In quantitative units 
Electric power 
Wino) IN go 5 6 @ 6 6 bo © 115 .65 42.4 10.0 9.6 10.8 12.0 37 65 
Coal 
МИН tons) Caleta (578) 165 66.0 20.6 19.6 12S 13.3 (11) 40 
ОПОР ees eee ee (153) 182 81.4 21.8 15.8 27.9 15.9 (53) 45 
Ще Се ge ites eons mea ВЧ (66.2) 17.8 8.7 Пе 4.1 — 8.3 (13) 49 
стоек п Le (91.0) 29.1 14.4 5.1 1.4 1.4 6.5 (16) 49 
Rolledi(inished)isteel] =) ee (61.7) 23.2 9.8 4.8 ei 0.7 1.6 (16) 42 
Motor-cars 
О ЕЯ ИЕ 5 5 5 6 6 5 ob 0 8 (616) (740) 246 68.4 61.3 43.4 73 (40) (33) 
Turbines 
МУ уса cen ena - (14 600) (7400) 2982 760 967 710 545 (20) (40) 
High-voltage transformers 
Проза {ММА уеат 5 5 5 6 6 0 6 м a 265 10.4 8.7 3.4 4 
Metal-working machine tool 
"ОЕ АВ с сробоьоос (186) (34) 18.0 5 5 4.1 3.6 (10) (53) 
Mineral fertilizers 
О ОА о ов op a 5 oo 6 (31.3) (31) 22.9 3.4 33 See, 11.0 (73) (74) 
Plastic mass and synthetic resins 
(Mhousand tons/yeatewe se eee (821) (1280) 509 152 83 211 63 (62) (40) 
ИИ © MNES» о 5 co eo 2 oo oo (407) (370) 94 47 15 15 17 (23) (25) 
Ат amyl GMOS co o a 6 oo a © ое x 204 93 89 12 10 53 
Motor-car tyres 
МОЕ о оообообобв Se р 7.0 ies} B22 — 2.5 
Cement 
Попов уса 5 5 6 6 bo bh 8 (72.4) (28) 10.9 3.9 73) 2.8 во (15) (39) 
Cellulose 
TIYOURETNGIANERN? § Gg ou 0 0 0 0 6 (3230) (5200) 1907 553 381 343 630 (59) (37) 
Weaving mills 
shhousan deers вю о Ke 40.5 27 9.0 10.8 8 
Knitted outer and underwear 
ТИ оу 5G 5 5 o 6 6 0 6 OF (907) (740) 337 69 114 60 94 (37) (46) 
Shoes 
Milltoo/pairs/Veate и (486) (120) 117 14 22 55 26 (24) (98) 
Dairy products 
Thousand tons processed milk/day shift 2 on 9.3 1.6 Bull IES" Dee 
Sugar 
Million tons of processed sugar-beet/ 
VOar.. о ВО ны т а 518) 24.8 15.5 11.1 6.4 
Meat 
Thousand tons/day shift. . . . . . 1.8 0.8 0.5 0.3 0.2 
Railway lines 
Thousand kilometres ....... 131.4 6.6 3.1 2 0.8 0.3 0.8 2.4 47 
Railway electrification. ....... 24.9 10.1 ЯД Del 1.9 1.6 1.6 29 a 
Gas pipelines and wayleaves . . . . . 41.8 25 213 5.3 572 35 73 51 85 
Mineral oil and product pipelines . . . 28.2 12:9 8.2 1.4 2) 12 27 29 . 64 
Elevators | и 
Million tons of loading capacity .. ae ai 6.0 0.9 1.6 Is 2.2 
Grain stores й в 
Million tons . 2 
aan 24.1 4.6 8.0 Hal 4.4 
Mechanized 4.6 4.9 3.8 
РЕН ТЕ НИИ 
Sources : Statistical yearbooks, plans, plan-fulfilment reports; and SSSR vy novoi pyatiletneie, 1966, pp. 30, 37 and 99. 
& а р" to output or additions to output. The figures shown refer to the lower limit of planned additions whenever an estimated range 


а For capacity, end-1965. 
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The. ‘Specific combination of central guidance and 

/ decentralized implementation that became effective two 
years ago in eastern Germany showed favourable results 
last year. With a 13 per cent rise (against 11 per cent 
planned) eastern Germany had the highest rate of in- 
vestment expansion in eastern Europe in 1969. The 
central guidance provided to enterprises is in fact ex- 
tremely strong ш investment decisions as well as in the 
preparation, financing and implementation of invest- 
ments. But enterprises have been given, through rules 
of profit making and self-financing, strong material in- 
terest in the economic efficiency of investments as well as 
in their implementation. 

Aggregate investment demand was maintained within 
the limits set by the aggregate supply of investment 
goods—primarily by shifting financial resources from 
low priority to high priority investment (see (iii), above). 
The implementation of supply plans was somewhat less 
satisfactory. Domestic machinery supplies were comple- 
mented by substantially increased imports, from both 
east and west European partners, in particular of auto- 
mative and other labour-saving equipment. Output of 
the building and construction industry, by contrast, was. 
about 2 per cent below the plan target. The centrally 
managed national building combines reported good plan 
fulfilment but substantial shortfalls occurred in the locally 
managed building industry, in particular in housing con- 
struction. 

The concentration of efforts on the completion of 
investments on “ structurally essential highest-priority ” 
schemes resulted in the completion of automation of 
production lines in many plants, and the commencement 
of production in a number of key projects in petro- 
chemicals, scientific instruments production, electronic 
data-processing equipment production and the construc- 
tion industry. Completion delays were reported, however, 
for some plants in the chemical industry and in housing 
construction, where the number of completions (72 
thousand dwelling units) was 4 thousand less than in 1968 
and also below the planned target. 

The sectoral distribution of investment (on which 
detailed statistics have not been released so far) again 
reflects the high priority given to industrial and construc- 
tion investment. It is known, however, from the plan- 
fulfilment report that investment expansion exceeded the 
average of 13 per cent in electronics, data-processing and 
business-machine production, measuring, operating and 
controlling equipment production, the precision and 
optical instruments industry, and in the construction and 
the construction materials industries. Further important 
allocations went to the energy sector and other branches 
of basic-materials production. Light and food industries, 
too, sustained high rates of expansion. 

The plan for 1970 gives continued high priority to 
industrial and construction investment and to the reali- 
zation of investment projects incorporating the highest 
possible technical standards. Within the planned 
increase of total investment by 11 per cent, industrial 
investment (which has had a falling share in the total in 
recent years) is scheduled to rise by 20 per cent, and 
investment in the chemical and electronics-electrotechnical 
industries by as much as 40-50 per cent. 


The originally envisaged expansion of the investment 
programme by 12.6 per cent has been reduced to 11 per 
cent, most probably in order to maintain the balance 
between investment demand and supplies. The re-allo- 
cation of financial resources between enterprises is likely 
to have a substantial demand limiting effect. Investment 
earmarked for structurally important projects amounts to 
as much as 70 per cent of the total in chemicals, 76 per 
cent in electronics-electrotechnical industries, 62 per cent 
in industrial equipment and vehicle production, and 61 per 
cent in the construction industry. 

On the supply side, provision has been made for a 
considerable expansion and a structural improvement of 
the construction-materials output. An 8 per cent increase 
is planned in the production of cement, and 25 per cent 
or so in the output of porous silicate products, gypsum 
elements and light materials for mixture (which should 
contribute to the reduction of the material intensity of 
construction). 

In industry, the greatest importance is attached to the 
automation of existing plants and the establishment of 
highly automatized new plants. In transport, four con- 
tainer centres are to be established, four container vessels 
to be put шю operation, and 6,000 containers to be 
acquired. In railway transport, the share of electric and 
diesel-electric traction is scheduled to rise from 48 per 
cent in 1969 to 58 per cent in the current year. 

Investment policies in Czechoslovakia in recent years 
have aimed at a moderate investment expansion, a devo- 
lution of decision-making from the centre to decentralized 
units and a shift in the distribution of investment in favour 
of housing and processing industries. Actual develop- 
ments have brought the envisaged decentralization, a 
more rapid than planned expansion of investment, and 
much of the planned shift in favour of the tertiary sector. 
The plan for 1970 and policy measures related to it, again 
envisage a moderate rate of investment expansion, a 
reinforcement of central decisions and control, and a 
further strengthening of the priority given to the tertiary 
sector and housing. 

Fixed capital investment rose by 10 per cent in 1969, 
the same rate as in the previous year. Total fixed capital 
investment in 1969 amounted to about Kés 85 billion 
of which State and co-operative investment (excluding 
housing co-operatives) was about Kés 75 billion and 
co-operative and private housing investment some 
Kés 10 billion. The contribution to the investment process 
of co-operative and private housing investors has risen 
sharply in recent years: it was about Kés 4 billion in 1966, 
about Kés 6% billion in 1967, and more than Kés 7 bil- 


Czechoslovakia : estimates of enterprise investment 
by sources of finance 


Percentage distribution 1969 _ 1970 Plan 
1968 1969 1970 (1968= (1969= 

100) 100) 
Budget-financed . . . 13 12 35 107 DD 
Credit-financed ... 30 3014 20 110 66 
Self-financed ... . 27, 5 45 108 80 
Тотдг, 100 100 100 108 100 

Sources: Plan-fulfilment reports; Pldnované hospodafstvi, 1969, No. 10, and 

1970, No. 1. 
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lion in 1968; and it is expected to increase to as much as 
Kés 12 billion in the current year. 

Investment demand has risen rapidly in the course of 
the past three years and it has by no means been easy to 
ensure its control and satisfaction. State enterprise 
profits were much higher than planned subsequent to the 
price reform of 1 January 1967, due to the higher than 
anticipated rise in the level of wholesale prices.°* Financial 
resources of the enterprise sector increased rapidly because 
the initially established conditions of profit earning en- 
abled most enterprises to accumulate substantial reserves, 
including investment reserves, contingency reserves and 
other types of enterprise funds.” 


The role of credit-financing also proved to be impor- 
tant in the process of creating claims on investment 
resources. The State Bank is known to have provided 
investment credits of Kés 12 billion in 1967, about Kés 
16 billion in 1968 and about Kés '19 billion in 1969. 


This powerful expansion of investment demand in the 
State enterprise sector from enterprises’ own resources 
and from credit-financing induced the Government to 
impose restrictions on the volume of new starts on invest- 
ment projects. This control, first exercised through the 
State Bank, did not prove to be fully effective. Newly 
started projects rose to Kés 19.7 billion in 1968, slightly 
more than foreseen in the December 1967 directives (Kés 
19 billion) and much more than the reduced figure in the 
annual plan (Kés 14 billion). In the first half of 1969 the 
figure was Kés 12.6 billion, which practically exhausted 


93 See SurvEY Гог 1967, chapter II, p. 64 and Survey for 1968, 
chapter II, pp. 112-113. 


94 Plénované hospoddrstvi, 1969, Мо. 10. The total of these 
reserves amounted to Kés 40.6 billion on 31 December 1968, of 
which: investment reserve—Kés 7.0 billion; contingency reserve— 
Ks 21.0 billion; other funds—Kés 12.6 billion. The increase in the 
total was Kés 12.4 billion in 1967 and Kés 16.7 billion in 1968. 


Czechoslovakia : fixed capital investment and new starts on investment 
projects in industry 


New starts on investment 
projects 


Government 
directives of: 
Fixed capital investment 


Dec. July 
1967 1968 1969 1968 1968 1969 
Percentage distribution 
ЕоеГала ое. 69:21 3:0 6.5 Wes 9.6 
Electric energy 15/40 ПР 199 Ш С 7.5 
Metallurgy . 12,3 10.2 8.6 | 
Engineering 15 ву Л 21.6 21.9 31.5 
Chemicals 17:0 1825) 18.0 24.3 12.8 eco 
Building materials, etc. 10.3 10.9 11.5 11.9 14.1 8.9 
Manufactured consu- 
mers’ goods 1057) S72 ЗОВ О 
Food processing . . 5.9 7.2 Ih? 9.7 8.6 6.2 
Billions of Kés 
Total industry APs Мова РАД бо пе ЧБ 


Sources; Information given by the Czechoslovak Government; Finance а uver, 
1969, No. 11; Government directives No. 397/1968 and No. 185/1969. 


the entire annual quota (Kés 13.6 billion). In June the 
Government therefore declared a complete ban on new 
starts and decided to control administratively the remain- 
der of a slightly raised annual quota of Kés 15.1 billion 
(which implied for the second half of the year a volume 
of new starts of not more than Kés 2.5 billion). 


The response of the supplying sectors to this increasing 
demand was, however, rather elastic. Supplies of ma- 
chinery and equipment and of building and construction 
works increased in 1969 more or less in step with the over- 
all expansion of investment—although shortages of build- 
ding materials and of imported machinery and equipment 
were apparent. 


TABLE 20 


Fixed capital investment in Czechoslovakia 


1966 1967 1968 1969 1969 1970 
Plan Plan 
Percentage distribution 
Total of primary and secondary 
sectors. 60.9 54.5 52.6 49.7 50. * 47.5 
of which: 
Agriculture) и... Saat 13.8 10.9 12.9 > 
И Ge 6 соо ба шо 43.9 40.2 36.0 Soke 
Construction . IS ears 3.2 3.4 37 3% 
Total of tertiary sector. .... 39.1 45.5 47.4 50.3 491,* 52.5 
of which : | 
Г О о прод пос ес TQ Hae Sy 13.6 Бы NGOs: Los 
Total of fixed capital investment 100.0 100.0 100.0 100.0 100.0 100.0 
of which: 
State and co-operative sector, 
excluding housingco-operatives 97.0 94.7 91.9 88.4 * 93.0 86.5 
Total of fixed capital investment 
in billions of Kés 67.1 70.4 77.8 85.4 82.9 87.5 


Sources: Statistical yearbooks; plan-fulfilment reports; information received from the Czechoslovak Government; 


Planované hospoddfstvt, 1970, Мо. 1. 
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Policies concerning the distribution of industrial invest- 
ment have changed in recent years. In the 1967 directives, 
electric power, engineering, chemicals, building materials, 
food-processing and manufactured consumer-goods pro- 
duction were given the highest priority. In the July 1969 
directives the priority accorded to chemicals was further 
reinforced but priority on new starts was given to such 
basic industries as fuels, ores and metals in place of build- 
ing materials and consumers’ goods. 


The effectiveness of the policy with respect to new 
starts is naturally limited in view of their small size in 
relation to the total volume of construction and the 
relatively long average period of investment completions. 
Thus in spite of a global fulfilment of the investment 
plans, doubts remain concerning the possibility of trans- 
forming the country’s industrial structure in accordance 
with the required up-to-date technical standards. 


The planned increase for 1970 is only 2.5 per cent over 
the estimated actual level in 1969. This limitation of 
expansion should contribute to restoring the balance be- 


tween investment demand and the supply of investment 
goods. 


Investment activity has increased in Poland at roughly 
the rate planned in recent years. Plan fulfilment in 1969 
was slightly below the planned target, but even with a 
pronounced deceleration of investment expansion in the 
coming year, the five-year plan should be met. 


In 1969 the Investment Bank restricted authorizations 
for new starts on projects: from total requests of 31 billion 
zloty for credit financing, only 10 billion zloty were 
authorized. The supply of investment goods was on the 
whole adequate. The planned shift in the composition of 
investment from construction to machinery and equip- 
ment actually took place. Construction supplies increased 
by 5 per cent, supplies of machinery by 12 per cent and 
imported machinery by 16 per cent. 


Poland : fixed capital investment by sectors 


1966 1967 1968 1969 (1968 =100) 

Percentage distribution 1969 
Avniculture:, .. 12.6 РЯ 12.2 PAS) 109 
Industiy 2 ae) 5) 43-8 43.9 44.4 45.4 lal 
Construction . . 4.3 4.6 4.6 4.6 107 
Transport 12.8 15.2 14.55 PAB) 108 
а в дю о 4.0 4.2 4.3 3.8 96 
Housing . тол 10.5 19.7 10.4 105 
Other sectors . . 11.8 11.4 15, 11.0 


Total value т bil- 
lions of zloty . 133 148 161 175 108 
(ee ee a eee ee 


Sources: Statistical yearbooks and plan-fulfilment reports. 
Note. — Refers to State and co-operative sector, at current prices. 


In spite of the substantial reduction in the rate of 
investment expansion foreseen for 1970, the problem of 
completions remains acute. Policies were therefore intro- 
duced limiting authorizations for new starts on investment 
projects to the actual volume of completed investments. 

Planners in Hungary were successful in obtaining 
fulfilment in global terms of the annual plan in 1969. 


They were unable, however, to ensure financial equilib- 
rium in the investment sector. The new set of fiscal and 
credit policy measures introduced with effect from 
| January 1969 absorbed only part of the excess invest- 
ment demand. The introduction of the capital charge on 
capital invested on credit, and the withdrawal of exemp- 
tions from this charge combined with a restriction on 
newly granted investment credits, did not wholly eliminate 
excess purchasing power, while the new tax imposed on 
construction enterprises seems to have been passed on in 
part to investors in the form of price increases. 


In these conditions the construction industry did not 
fully meet effective investment demand. According to 
the plan-fulfilment report, construction enterprises refused 
about 20-25 per cent of orders because of capacity 
shortages in 1969 (as happened in 1968). The supply of 
machinery and equipment was also insufficient to meet 
effective demand, in spite of the increase in imports of 
machinery. 


There was, however, an improvement in the course 
of last year in the completion of investments. The 
construction industry concentrated on fewer projects 
and the stock ratio of uncompleted investments declined. 
Completion was reported of 17-18 of the 22 major high 
priority investment projects which had been scheduled 
for completion in 1969. 


The sectoral distribution of investment showed a 
shift towards agriculture, trade and housing. But more 
important was the shift within the industrial and services 
sectors towards highly profitable investment projects 
with short recoupment periods. Cost considerations 
induced more selective attitudes in the purchase of 
machinery on the part of investors and also resulted in a 
greater geographical dispersion of investments. Profit- 
ability also induced an expansion of investment in the 
export industries and in the production of commodities 
and services in short supply. Housing construction reached 
the planned level which, however, was lower than the 
peak level in 1968. 


The plan for 1970 reflects the attempt to ensure a more 
even and better balanced expansion in the investment 
sector. The expansion rate foreseen for total investment 
is close to the rate planned, and surpassed, last year. 
The number of new starts on major high priority invest- 
ment projects is limited to seven, whereas the completion 
of 29 such projects is expected. Investment demand 1$ to 
be restricted by a reduced State budget for centralized 
investment by the stabilization of the credit quota for 
investments and by the rechannelling of financial resources 
between enterprises (see pages 43 and 44 above). 


After the substantial investment expansion in the first 
three years of the current plan period, Romania had a 
much more modest increase in 1969. Investment policies 
consequently concentrated resources on the centralized 
State sector, and were able to reduce excess demand for 
investment supplies and to obtain a much improved 
performance in respect of completions. 

Construction output expanded in line with total 


investments and there was an improvement in the supply 
of construction materials. Cement production increased 
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Romania: Fixed capital investment 


Percentage Percentage 
distribution change 
1966-1970 1969 1969 1970 
Plan Plan 
ИИ G sly o oo. ово мос о GS) ish B25) 
[st USOT nue er Wea er te A ok pe 55.8 56.8 3.5 95 
ОЛ os OG AGE WORE 


Electric energy, metallurgy, engin- 


CEs, GMCS 1 oo oc o Spe 4.0 
Fuel, building materials, wood and 
рае st Sloth. goa! oe 30.52 19.1 
Manufactured consumers’ goods 
and food processing .... . а OSE pA) ба 
CORTMIGHO oa 5 6 0 oo Boo 6 2.4 3.6 -3.5 4.5 
Transport and communications Tiss ИХ ПЭ 1.4 
Но rs artes (oh Rarer se tie. 6.2 5.5) 4.2 14.7 


Wigs ORF BW) 98 
100.0 5.1 6.0 
61.4 


Other sectors 


Total in billions of lei 


Sources: Statistical yearbooks, plans and plan-fulfilment reports. 
Note. — Refers to centralized State investment. 
@As a percentage of total industry. 


more than construction output, primarily through the 
completion of two new production lines with a total 
annual capacity of 640,000 tons. Prestressed concrete 
production increased by 13 per cent, permitting an in- 
creased reliance on these techniques. Domestic supplies of 
machinery—still relatively limited in range in the agri- 
cultural, industrial and transport sectors—were generally 
adequate, but the limitation of imports with a view to 
reducing the balance-of-payments deficit had an un- 
favourable influence on plan fulfilment, in particular in 
respect of chemical, engineering, construction materials, 
manufactured consumers’ goods and food-processing 
capacities. 

Additions to the stock of uncompleted investments in 
the centralized State sector were reduced to 7.6 per cent 
of fixed capital investment, i.e. to 4.7 billion lei. This 
represented a considerable improvement in comparison 
with the two previous years, when additions to the stock 
of uncompleted investments increased by 15-19 per cent 
of investments. 


The distribution of investment in 1969 reflected to a 
large extent the supply position of investment goods. 
The fastest growing sectors were those in which equip- 
ment supplies did not constitute a bottleneck, namely 
agriculture and transportation. Industrial investment 
increased at a below average rate and construction 
investment actually declined. Within industry, expansion 
was lowest in the electric energy, metallurgical engineering 
and chemical branches, but capacity additions last year 
were nevertheless important in the electric power and 
metallurgical industries (see page 24). 


The plan for 1970 again foresees a relatively moderate 
total expansion of investment, with a redistribution 
towards the high priority branches of the 1966-1970 
Plan. Emphasis is put on industrial and agricultural 
Investment and possibilities will be provided for a 
substantial expansion of decentralized investments. 


Total fixed capital investment in Bulgaria (which is 
understood to comprise investment in the State and co- 
operative sector and in collective farms) reached about 
2.5 billion leva in 1969. This was less than foreseen in 
the original version of the annual plan, which had 
stipulated a reduction in comparison with the preceding 
year in view of the necessity of concentrating resources 
on the speeding up of completions, in particular of high 
priority projects. The actual reduction was, however, 
more than planned: instead of 4 per cent decline, fixed 
investment actually fell by about 15 per cent, partly due 
to the effect of delays in the supply of machinery and 
equipment on the progress of construction and installation 
work. 

The problem of uncompleted investment had become 
serious in Bulgaria, following investment expansion at 
the extremely high average annual rate of 18.6 per cent 
(at constant prices) in the three years 1966 to 1968. Many 
of the new projects, especially in the industrial sector, 
had long completion periods and additions to the stock 
of uncompleted investments in these three years reached 
18 per cent of total investments, 22 per cent of investment 
under the State plan and 26 per cent of State industrial 
investments.* | Uncompleted investments were even 
higher than the State industrial average in some of the 
strategically important branches of industry: in engineer- 
ing (38 per cent), non-ferrous metallurgy (36 per cent), 
chemicals (35 per cent), electric power production (34 per 
cent) and in fuel production (29 per cent). In 1969, 
however, the situation improved in comparison with the 
three preceding years. The total of completed investments 
last year reached 2.2 billion leva, equivalent to 88 per 
cent of the year’s total investment. The ratio of un- 
completed total investment was thus reduced from 
20 per cent in the preceding year to 12 per cent in 1969. 


The concentration of the investment effort on comple- 
tions permitted a number of important industrial projects 
to be brought into operation. The country’s electric- 
power producing capacity increased by 850 MW, capacity 
additions in the steel industry (in terms of annual output) 
amounted to 520,000 tons of pig iron, 130,000 tons of 
crude steel and 500,000 tons of rolled (finished) steel. 
Other important items included cellulose works with an 
annual capacity of 60,000 tons; rubber factories with an 
annual output of 1.2 million motor-car tyres; and brick- 
works with an annual output of 131 million units. 

The supply of investment goods was more or less in 
line with the planned volume of investments last year. 
Construction output expanded and the supply of domestic 
equipment was satisfactory, in spite of a sharp increase 
in exports. The main bottleneck to continuing fast 
expansion has been the stagnation for two years of 
imports of machinery and equipment. 

In spite of these difficulties and delays it is nevertheless 
likely that Bulgaria, like the other east European countries, 
will be able to fulfil its five-year investment programme 
in global terms. 


80 The share of uncompleted investment was, by contrast, relatively 
low in the State sector not subject to the central plan (10.7 per cent) 
and in the collective farm sector (8.5 per cent). 


5. CONSUMERS’ INCOMES AND SUPPLIES 


The slowdown in the rate of growth of national income 
in several countries of the area in 1969, which was largely 
associated with the poor performance of the agricultural 
sector, was inevitably reflected in trends in living standards. 
Although consumers registered further gains everywhere, 
the rates of improvement were generally below those 
attained during the first years of the current Five-year 
Plans (eastern Germany and Hungary providing the 
only exceptions). But in most countries the earlier pro- 
gress had been fast enough virtually to ensure successful 
implementation of the longer-term targets for incomes 
and consumption. 


As in the past, gains in per capita consumption were 
generally faster in 1969 than indicated by trends in 
employment income calculated on a per worker basis, 
due to a continuous rise in the family employment ratio 
and to the usually more than proportionate expansion of 
social benefits, particularly of pensions and family 
allowances. Demographic factors have been largely 
responsible for the latter for some time now. The 
‘ageing of population ”, 1.е. an absolute and relative 
increase in the numbers of old people, contributed to the 
expansion of old-age pensions. At the same time, pro- 
natalist measures taken recently in several countries 
(Bulgaria, Czechoslovakia, Hungary and Romania) to 
offset the rapid decline in crude birth-rates generally 
experienced since the mid-1950s included generous 
children’s allowances, often concentrated on the third 
child.* 


As far as can be judged from the still incomplete data, 
little increase in real wages has been registered during 
the past two years in Bulgaria and Romania (where 
quite steep improvements occurred in 1966 and 1967) 
and in Poland. In the Soviet Union and Czechoslovakia, 
real wage gains of 3-4 per cent have been attained; in 
eastern Germany they were probably over 4 per cent and 
in Hungary 5 per cent. In most countries, average 
nominal wages and total wage funds were above the 
annual planned target, especially in Czechoslovakia and 
Hungary. This tended to contribute to the market 
instability experienced by several countries. Especially 
in Czechoslovakia, Hungary and Poland, this induced 
increases in consumer prices (in Czechoslovakia by as 
much as 4 per cent), and in most countries shortages of 
some commodities—though in varying degrees—were 
reported. 

In Poland, Romania and the Soviet Union, the volume 


96 In families with 3 children, total children’s allowances amount 
now to about a quarter of the average monthly wage in Czechoslo- 
vakia and Hungary, and to about one-half in Bulgaria. 
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of housing construction was somewhat above that 
recorded in 1968, but in other countries it declined. In 
relation to the annual plan targets, particularly disap- 
pointing results were obtained in Czechoslovakia and in 
the Soviet Union, where the volume of construction fell 
nearly 20 per cent short of the plans (see table 25). It 
seems that Five-year Plan targets in the field of housing 
will remain largely unfulfilled in most countries of the 
area, although the levels of construction will generally be 
significantly above those attained in the 1961-1965 
quinquennium. 


The 1970 plans foresee marked increases in average 
wages in Bulgaria and Romania (some 7-9 per cent) but 
much more modest targets (2-3 per cent increases) in the 
other countries. However, per capita real incomes of the 
population are expected to grow much faster, particularly 
in the Soviet Union and Hungary. These rather opti- 
mistic targets seem in several countries to be based on 
the expectation of a substantial increase in agricultural 
output in 1970 (following the 1969 setbacks), which 
should contribute to a marked improvement in supplies 
of foodstuffs. By the same token, peasant incomes may 
generally be expected to rise more rapidly than in the two 
preceding years. 


Developments in individual countries 


At the time of reporting, very little information is avail- 
able on developments in Albania. It would appear from 
the budget speech (Zeri i Popullit, 17 February 1970) that 
in 1970 real incomes of workers and employees are 
expected to be 16 per cent higher and those of peasants 
36 per cent higher than in 1965. The original plan targets 
assumed 9-11 per cent gains for workers and employees 
and 20-25 per cent for peasants. In 1969, a good year 
both for agriculture and industry, the value of retail trade 
turnover rose by 9 per cent. 


In Bulgaria, after the very good years 1966 and 1967 
during which the per capita real income of the population 
rose by some 20 per cent (with incomes of wage-earners 
increasing somewhat more and those of peasants some- 
what less), there was a noticeable slowdown both in 1968 
and 1969, when this global indicator rose at the rate of 
about 3 per cent per annum. This deceleration in 
consumer gains can be largely attributed to poor results 
in agriculture and the unfavourable impact on the produc- 
tion of foodstuffs. In 1968, the rather fast increases in 
nominal income of the population (due partly to т- 
creased wage-rates, partly to further expansion of em- 
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ployment and partly to expanded social benefits) °? was 
dampened by price increases particularly affecting food- 
stuffs. In the State retail trade, prices of food went up by 
7.5 per cent and those of non-food articles by 1.5 per 
cent, and on the collective farm markets prices of vege- 
tables were 34 per cent above the 1967 level. 


In 1969, average nominal wages of industrial workers 
were some 2 per cent higher than in the preceding year, 
and the price rises seem to have come to a halt, at least 
during the first half of the уеаг.'° Effective from October 
1969, significant salary improvements (amounting to 
around 10-12 per cent) were granted to some categories 
of employees with university and post-secondary edu- 
cation and some pensions were raised by around 10 per 
cent. 


At current prices, retail trade sales in 1969 were 7.9 
per cent above the 1968 level, matching, probably even 
exceeding, the rise in the money incomes of the popu- 
lation. Deliveries to the domestic market were helped 
by the relatively good performance of light industry, 
particularly in textiles, the output of which rose by 8.7 
per cent. There was some improvement in the sales of 
main foodstuffs compared with the previous year. 
Further steep increases were registered in supplies of some 
household durables such as refrigerators, electric stoves, 
vacuum cleaners and furniture, but for many articles, 
including building materials, demand was not met. On 


the other hand, industrial services to the population. 


continued to improve in such fields as repairs and main- 
tenance of household appliances and means of transport. 


For 1970, a marked improvement is foreseen in real 
incomes which are expected to increase by 7 per cent on 
a per capita basis, i.e. in line with the envisaged acceler- 
ation in the rate of growth of national income and 
agricultural output. Some upward revisions of minimum 
wages and of basic wage tariffs will become effective from 
1 April 1970. Thus, minimum monthly wages of workers 
and employees will be increased to 65 leva (in 1956 the 
statutory minimum wage was only 31.6 leva) and wage 
rates in the medium income range will go up by some 
4 to 7 per cent depending on the economic sector. 


The serious supply/demand imbalances in consumer 
markets which developed in Czechoslovakia in 1968 
continued throughout most of 1969. As anticipated in 
the Survey for 1968,° the commitments made in the 
course of 1968 concerning upward adjustments of basic 
wages and of social security benefits gave a boost to 
money incomes of the population in 1969 which were 
not fully covered by a parallel rise in supplies of con- 


a7 Further increases in children’s allowances, together with some 
restrictions on legal abortions introduced in early 1968 and some 
purely demographic factors (such as an increase in the number of 
women at younger reproductive ages), were probably responsible 
for some increases in the number of annual births and in crude 


ae rates in 1968 and 1969, after nearly two decades of continuous 
ecline. 


38 The comparison of the value and the volume of state retail 
trade shows no changes in price levels during the first six months 
of 1969 compared with the corresponding period of 1968. However, 
prices of fresh fruit and vegetables sold on free markets continued 
to increase, 


89 Pages 163-164. 


Czechoslovakia: Money incomes and expenditure of the population 


(Annual percentage changes ) 


1966 1967 1968 1969 1969 Plan х 
Total money incomes . . 57 TAD ПХ aetes 8.6 
Wagesee. те Sh di о 9 6.4 
Incomes from agricul- 
тео ака В 4.0 10.8 13.1 8.3 7.4 
Pensions and social 
benefitse . - 4.5 Я 1:4 21.9 19.6 
Other incomes. ... 12.6 DES 1925 Бы 6.1 
Actual money expendi- 
ture (excluding savings 
and cash-holdings) . 5] G4) РЗ ТА 


Sources: National statistics, plans and plan-fulfilment reports. 


sumers’ goods and services. Agricultural output rose 
by one per cent in 1969 and imports of consumers’ goods 
had to be held down to improve the trade balance which 
had deteriorated seriously in 1968. Further pressure on 
supplies was due to some panic buying caused by false 
rumours of an impending monetary reform. In the circum- 
stances, consumer prices rose more than anticipated and 
retail trade stocks fell sharply; and resort was taken to 
further re-direction of some exportable consumers’ goods 
to domestic markets. A number of energetic anti-inflation- 
ary measures taken in mid-1969 eased the strain some- 
what in the second half of the year, and a much stricter 
control of incomes and prices is foreseen for 1970. 


Following an 11.5 per cent growth in 1968, personal 
consumption rose in 1969 by about 7 per cent at constant 
prices. During the first four years of the current Five- 
year Plan this aggregate increased by some 30 per cent, 
compared with an 18 per cent increase foreseen for the 
whole duration of the plan. 


Money incomes of the population rose in 1969 by 11.4 
per cent. The total wage bill was nearly 10 per cent up 
on 1968 (when a 6 per cent increase was planned), being 
made up of a 71 per cent improvement in the average 
wage and a 2 per cent expansion of employment outside 
agriculture. Improvements in average wages were to a 
large extent the outcome of changes in basic wage rates, 
but wage-drift was quite considerable, due partly to 
premia payments and to the increased incidence of over- 
time following the reduction of the working week. 
According to preliminary estimates referring to the first 
half of 1969, more than half the total wage increase was 
centrally decided.1° The revisions of basic wages went 
some way towards improving the sectoral and industrial 
branch relatives by benefiting more than proportionately 
workers and employees in services and in light.and food 
industries. However, there was hardly any improvement 
in the occupational and skill wage differentiation which 
was one of the aims of the reform.!° 


Household incomes also benefited greatly from in- 


creases In pensions and social security payments. Average 
pensions rose by 15 per cent and the number of pen- 


100 Prace a mzda, No. 10, 1969. 

on Ibidem. Unwarranted differentiation of incomes between 
enterprises was also reported, causing an excessive mobility of skilled 
labour in search of higher earnings. Rudé Pravo, 29 January 1970, p.3. 
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TABLE 21 


Average wages and incomes 


(Percentage change from preceding year) 


[ЕВЕ ОА И rcieel eey no — 


1965 1966 1967 1968 1969 1969 1979 
Plan Plan 
Bulgaria 
Real incomes of population (per capita) ¢@ 7 9 10 2.7 3 
Nominal wages (per wage-earner) . р 5 10 2b 26 р 
State retail trade price index . | — — в 
Real wages (рег wage-earner) р ; 3 5 10 3 
Real incomes of wage-earner (per Capita’: a BEY 2 9 13 
Real incomes of peasants (per capita)? . .. . 13 ii 7 
Czechoslovakia 
Nominal wages (per wage-earner) . DS DS 55 8.2 7.3 5 NG 
Cost of living 1.2 0.5 1.4 1.2 3.6 2-21), , 
Real wages (per wage- font: ро 2.0 3.9 7.0 3.6 214-3 . 
Eastern Germany 
Nominal wages (per wage-earner) . 3.8 2.1 ра 4.7 
Cost of living ¢ 0.4 0.4 0.3 0.3 
Real wages (per wage- а 3.4 Пой 2,2 4.4 
Hungary 
Real incomes of population (per capita) @ -0.4 6.3 5.0 329 6-7 4-5 
Nominal wages (per wage-earner). ...... 1 4 4 2 fs mt 
GOSHORMVINE| (о. - пе ты 1 2 1 — 1.5-2.0 - 1.0-1.5 
Real wages (per wage- ener ae — 2 4 р 5 2 2.5-3.0 
Real incomes of wage-earners (per capita) ° — 5 5 5 й 4.5-5.5 
Real incomes of peasants (per capita) ® -2 11 6 8 5 
Real consumption of peasants (per capita) ® 2 5 7 5 
Poland 
Nominal wages (per wage-earner) . 2.6 4.5 4.0 3.8 3.0 Dp) OS) 
Cost of living : 2.6 i eS 75 2 
Real wages (per wage- eae — 8:3 2.5 3 ] 
Real consumption of peasants / 5 5 | 1 
of which: Money incomes 10 7 2 | 
Котата 
Nominal wages (рег wage-earner) . i! 6 3 3 4.2 Soll 8.8 
Cost of living? ... . tc Ree Wace | 1 — 3 
Real wages (рег wage- sare 6 5 3 — 
Soviet Union 
Real incomes of population (per capita) . Ji 6 7 6 5) 5.5 5 
Nominal wages (per wage-earner) . 6.3 3.8 4.5 7.5 3.9 38 3 
State retail trade price index . -| | — — В 
Nominal incomes of wage-earners’ . 7.0 3.9 4.5 7.6 4.0 
Real incomes of wage-earners (per wage-earner ) 4 4 5) 6-7 * 
Real incomes of collective farmers 8 10 9 sve Se ко. Pe 
Receipts of peasants from collective farms! 16 11 7 4 3.8 WS 4.6 


Sources: National! statistics, plans and plan-fulfilment reports. 


а Presumably including the material cost of state-rendered services. 


b Industry only. 
с Retail trade price index, inclusive of services. 
d Including the value of unpaid services rendered to population. 


sioners by 5 per cent, whereas children’s allowances and 
maternity grants were about one-third above the 1968 
levels. As in other countries of the area, the main motive 
behind the improvements in family allowances was con- 
cern about low levels-of fertility. Somewhat on the lines 
of the Hungarian experience, as from mid-1970 employed 
mothers with two or more children will qualify for paid 


e Excluding the value of unpaid services rendered to population. 

/ Income from agricultural activities (including that spent on non-productive 
investment) and increase in cash holdings. 

в Derived from the other two series. 

A Including social benefits and subsidized services (рег wage-earner). 

Г In cash and in kind. 


maternity leave of up to one year with a monthly “ quasi- 
wage” of 500 Kés. 

Due to the smaller increase in agricultural output, 
incomes from agricultural activities rose less in 1969 
than in the preceding year and less than other categories 
of incomes. Trends in real incomes were affected by price 
increases greater than those experienced during preceding 
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years. Indeed, the previous policy of inflexible retail 
prices has been criticized as too rigid, and the economic 
reforms foresaw some changes in price levels and patterns. 
However, the changes that occurred in 1968 and 1969 
(mostly in the second half of 1968 and in the first half of 
1969) seem to have been due as much to the excessive 
income expansion and increased propensity to consume 
as to a premeditated price policy. 

Over the whole year, the cost of living was reported 
to have increased by 3.6 per cent, compared with an 
anticipated 2!4-3 per cent rise. The state retail trade 
price index rose somewhat more, and was mainly affected 
by price increases of industrial goods and of public 
catering and services, foodstuffs showing a remarkable 
stability in the circumstances.!™ 


Czechoslovakia : Retail trade price index 


(Annual percentage changes) 


All sales in State Industrial Public 


retail trade Fooa goods catering Services 
NOES бое М 0.2 8) 2.0 1.2 
1969 4.0 1.0 6.0 4.5 мы 


Sources: Statisticke prehledy, No. 2, 1968 and plan-fulfilment reports. 


In mid-1969, as part of the general tightening of wage 
and price discipline, the incidence of ‘ free prices’? was 
reduced from 40 to 20 per cent?° (their share in total 
transactions amounted to 28 per cent in 1968 and was 
planned to increase to 36 per cent in 1969), and a complete 
freeze was proclaimed on retail prices effective from 
| January 1970 at the levels registered in June 1969. 


102 [п May, steep price increases were decreed for canned meat 
(41 per cent), cigarettes (19 per cent), furniture (11 per cent), week- 
end cottages (49 per cent), sewing machines (16 per cent); radio and 
television fees were doubled and raised by two-thirds respectively. 

103 Only a limited number of items of luxury character (such as 
jewels, gold and first class hotels) remained in the “ free’ category 
at the beginning of 1970. 


Czechoslovakia: Annual increments in savings and cash holdings 
(Billion Kés) 
ee ыы 


1967 198 — 1969 AE 
Total savings and cash holdings 6.9 6.8 5.8 9.1 
Savings deposits 5.6 3.9 5.0 
Cash holdings . a ЦЗ 2.9 0.8 
Savings and cash holdings as 
percentage of money incomes 4.0 3.5 257) 


Sources; National statistics, plans and plan-fulfilment reports. 


Other steps taken to re-establish the equilibrium by 
containing demand included some fiscal measures, 
restrictions on payments from the enterprise fund, 
linking the growth of wages to productivity changes, and 
a brake on investment expansion; increased rates of in- 
terest (4 per cent) paid for saving deposits requiring 
12 months’ withdrawal notices, introduced on | January 
1970, may perhaps help to reduce effective demand. 


The decline in the savings ratio in the last two years 
contributed considerably to the excessive demand on 
consumer markets. The increment in savings and cash 
holdings taken together was smaller in 1969 than in the 
previous year and much smaller than planned; as re- 
ported, it amounted to 2.7 per cent of the total money 
income, down from 4 per cent in 1967. In 1968, this 
total was virtually the same as in 1967, but savings rose 
less and cash holdings much more than in the preceding 
year. In 1969 this trend was reversed with a marked 
decrease of the increments in cash holdings and a partial 
recovery of the growth in savings deposits: (see table 
above). 

The excessive growth of effective demand during the 
last two years in Czechoslovakia has not been matched 
by a corresponding expansion of domestic supplies. In 
1969, supplies from home industry to consumers’ markets 
at constant prices were 8.6 per cent above the level of 
the previous year and were supplemented by a large- 


TABLE 22 


Savings deposits 


(Percentage increase from preceding year; end-year comparisons) 


а О А ее, 


Country 1965 1966 1967 1968 1969 

Bulgaria . fae 14.4 17.6 19.8 11.0 
Czechoslovakia. . 14.0 10.9 14.1 8.5 
Eastern Germany . 14.3 12.0 Hits) 11.6 И 
Hungary 19.6 14.9 7.0 18 20 
Poland 21.0 DOES 20.5 15.4 18 
Romania a ae Be № 14.9 
Soviet Union 19.2 22.4 17.4 20.4 19 

of which: 

Urban 19.3 20.9 16.6 20.2 

Rural . 18.9 26.7 19.2 2 


Sources; National statistics and plan-fulfilment reports. 


ees 


scale running-down of stocks during most of the years” 
Some help might also have come from imports of con- 
sumers’ goods, but certainly not on the scale registered 
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in 1968 when they rose by about 50 per cent. 


The volume of retail sales increased by about 8 per 
cent; at current prices, sales were 12 per cent greater 


104 [п 1968, stocks of refrigerators declined by 55 per cent, of 
washing machines by 65 per cent and of a whole range of household 
goods and durables by some 30-40 per cent. Hospoddfské noviny, 
No. 32, 1969. Complete data on 1969 developments are not yet 
available but some restocking at the end of the year has been 


reported. 


than in the previous year, this global figure encompassing 
an 8 per cent increase for food and one of 16 per cent 
for industrial goods. However, the gap was much smaller 
in real terms, as shown by trends in relative prices de- 
scribed above. This relatively high demand for industrial 
goods (which was even more pronounced in 1968, sales 
of non-food items increasing by 20 per cent) was partly 
explained by the declining propensity to save. However, 
supply availabilities must also have played some role, 
as shortages of meat and other food items were reported. 
Among industrial goods, demand was not met for 
building materials, furniture, textiles and many durables, 


TABLE 23 


Volume of retail trade turnover 


(Annual percentage changes) 


1965 1966 1967 1968 pee ne. sik 
Albania 
Total sales 7. 2.8 7.0 5.0 9.0 9.3 
Bulgaria 
Total sales 7.9 8.6 11.6 Us) 8.2 1912 Voll 
Food Auge 7.3 6.4 9.1 Dod) 
Public catering я. 7.6 7.5 Hilal 10.5 9.3 
Non-food . 8.4 10.4 37 11.4 
Czechoslovakia | 
Total sales 8 555 5 52) 13.0 11.94 
Food НАС 4.9 2.7 4.2 6.8 7.9 а 
Public catering 7 . 2.4 2.8 6.6 4.1 ae 
Non-food. . 6.2 8.5 6.4 20.4 16.2 а 
Eastern Germany 4 
Total sales 4.3 4.1 3.9 4.9 4.7 6.1 4.3 
Food are 3.6 4.3 4.3 4.6 3.6 53 3.6 
Public catering. Ae om suis ee 3 У р 
Non-food . Syl 3.9 3.4 5.3 6.1 7.3 ый 
Hungary ‘ я 
Total sales 4 7 10 7 8-9 : - 
Food : : 3 | : 7 4 
ic cater 2 aa i 
аа. Gis 4 10 11 8 10-12 * 8 10 * 
Poland 
"Total sales a 8.8 6.2 Я Tal 6.7 к 55 
Sales in socialist sector . 8.9 6.8 6.8 7.6 A ; 
Food : 7.0 8.2 7.0 7.0 м ae 
Public catering @ . 7.0 ed 11.4 ae oh : 
Non-food . 9.4 5.6 6.9 
Romania 4s Wee 
b 7.4 9.4 9.7 8.8 8 : 
ры 5.2 5.6 7.0 6.6 6.0 4 
: 8.8 7 5 м Е 
Public catering 8.8 12.7 9.7 т os 
Non-food . 7.6 a) Je | 10.2 Vin Bye 
г stag 98 87 93 8.3 7.5-8.4 7.4 63:72 
otal sales” . ‘ as 
2 A 7.8 8.5 И: ка x7 
о в ыы 6 8.5 9.0 й 9.4 
Public catering Del 9.6 i ae 
Non-food . 12.3 9 10.5 is 


i istics, pl : lan-fulfilmen 
Sources: National statistics, plans and plan-fuil e 


{ reports 


а At current prices 


fn 


Ь In the socialist sector. 
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including passenger-cars. Household expenditure ex- 
panded even faster on services than on purchases of 
goods. 

As indicated earlier, one of the main preoccupations 
of the 1970 plan is the re-establishment of equilibrium 
in consumers’ markets. Consequently, а relatively 
modest increase of 5.2 per cent in total money incomes 
of the population is foreseen, which should result in a 
2.4 per cent growth of personal consumption. Average 
wages should only expand by 2.6 per cent or by one per 
cent in real terms. A considerable increase in personal 
savings is foreseen. In addition to the assistance to 
working mothers, already mentioned, social benefits 
envisaged in the forthcoming year include an increase 
in minimum pensions (effective from November) from 
445 Kés to 500 Kés for single persons and from 750 Kés 
to 850 Kés for couples. Total domestic supplies of 
consumers’ goods are planned to exceed the value of 
trade turnover, with the aim of restoring the levels of 
stocks. The plan stresses that supplies to retail trade 
must have priority over those to exports and to investment 
projects:+” 

In Hungary, during the three years 1966-1968 total 
money incomes of the population rose by more than a 
quarter, exercising strong pressure on supplies. It was 
hoped that demand could be restrained in 1969 to ease 
the strain on consumers’ markets. However, total money 
incomes of the population rose by 10 per cent—the big- 
gest increase for many years—with wage-earners and 
peasants benefiting about equally. Average nominal wages 
(including profit participation) were about 7 per cent up 
on the preceding year and employment was 3.5 per cent 
higher, both figures being significantly in excess of the 
annual targets; a sharp increase in payments of premia 
linked to enterprise results was expected as a result of the 
economic reform, but probably not on the scale actually 
experienced. Bumper crops and an excessively high rate 
of livestock slaughtering as a consequence of higher do- 
mestic and foreign demand contributed to a 9 per cent 
increase in peasant incomes. 


Hungary : Gross money incomes of the population 9 


1968 Annual percentage increases 


(Billions of 
forints) 


1966 1967 1968 1969 


Total money incomes 160.9 8.0 7.6 8.3 10 


МВ 5 а 6 0 6 6 6 84.8 6.3 6.3 5.7 8 
Other wage-like 

income... . 10.9 И ОР ПТ ©. 500 
Social benefits 16.0 18.1 9.4 7.2 


Peasant incomes 
(excluding wages) 

Income in private 
SECLONS в 7.9 2.9 25 О 

Other шсоте. ... 16.2 12.9 


25-1 5.5 or 


Sources; National statistics and plan-fulfilment reports. 
а Including transactions within the household sector. 
Ь Profit participation premia only. 


105 An example is provided by a re-direction to the home market 
of the previously agreed export of 1.3 million pairs of shoes to the 
Soviet Union. Rudé Рга»о, 23 January 1970. 


Hungary : Stocks in trade 


(Billion forints) 


Textiles and Other indus- 


Total Food 


clothing trial goods 
Endsl963 ee, 25.0 53 9.6 21 
End 1969... 24.6 3.5 8.7 12.4 


With the cost-of-living index rising by not more than 
some 1.5-2.0 per cent, average real wages registered an 
improvement of around 5 per cent (compared with 2 per 
cent planned). An increase in the employment ratio in 
the family and further progress in social benefits were no 
doubt responsible for the even faster increase—by 7 per 
cent—of per capita real incomes of wage-earners. 


Some attempts have been made to take advantage of 
the excessive increases in incomes to adjust price levels 
and relatives, which had come in for some criticism in 
the past. However, a slight rise in the price of foodstuffs 
was largely due to increases (by around 6 per cent) in 
prices of “‘ seasonal goods ”’ (early fruit and vegetables) 
whereas a 3 per cent increase in the price of clothing was 
probably related to the decline in output. 


The 1969 rate of expansion of industrial output (3 per 
cent) did not warrant the rise of incomes on the scale 
actually experienced. Final deliveries to the home market 
in constant wholesale prices increased considerably faster 
(by 7 per cent), but even this growth of supplies did not 
match the expansion of money incomes. Supplies of meat 
to the domestic market rose only slightly and shortages 
were reported during most of the year. (Procurements of 
animal products were somewhat lower than in 1968, 
reflecting a decline in output.) A large part of the in- 
creased production of foodstuffs was exported. 


The domestic supply of industrial products was helped 
by increased imports, manufactured consumers’ goods 
rising by 7 per cent in 1969, and by some de-stocking in 
trade, mainly of textile fabrics and ready-made clothing 
(clothing stocks were at their lowest in August, picking 
up in the last quarter of the year). 


Retail sales increased by 8 per cent in volume and by 
some 10 per cent in value, matching the global rise in 
incomes. At constant prices, sales of foodstuffs were 8 per 
cent higher than in the preceding year and those of 
clothing and other industrial goods increased by 6 and 9 
per cent respectively. According to 9 months’ data, pur- 
chases of some consumer durables, such as refrigerators, 
motor-cycles and vacuum cleaners, rose sharply but 
those of television sets, radios, bicycles and washing 
machines declined compared with the previous year. For 
the second year running, sales of passenger-cars failed to 
expand in spite of mounting demand. Reduced supplies 
of furniture and building materials were also reported. 
There has been some improvement in the quality and 
assortment of consumers’ goods but not on a scale that 
could give full satisfaction. A rise in the volume of sav- 
ings deposits helped to reduce the gap between supply 
and effective demand. 
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TABLE 24 


Retail sales of selected products 


(Annual percentage changes ) 


ie... rr 


Albania Bulgaria 
Commodity 1966 1967 1968 1966 1967 1968 1969 
IMI CAUR IERIE a Boa ees ok aes a to os 22 2 10 12 7 -14 
ПЕ Я mem ra nnn aa $5 11 7 —17 
SUCHET, is ce Ss ys 11 11 14 6 8 35 
В ict ae о. os ie т 17 3) —1 
ре око, ОО ee ee 10 * Dil 3 6 10 —2 
О оо о ns a ke ls 8 ae 8 8 —23 
Eggs .-. eee ree ys rs 10 as Я) 8 5 11 
О ay ae ese S ae 18 Me 14 1 — 
Е 5 о гово a nap ates 16 4 4 
WoollentiabricSie. о. | 10 15 м] 
Cotton fabrics . zee ae Me NG 23 21 -5 —- 11 
а ме de vs | 13 7 14 
Ready-made clothing. ...... hs 13 a 19 13 + 
ОЕ, «4 <) ве о os ws За 26 15 6 5 
ICV GES 2 ВА о кА ©, toes of sh be bh 8 Ae 
Motor-cycles and scooters. .... зе 538 xe —26 и -27 
Wastime machines о... те Re oi 6 22 14 ais 
ReirigeratOnSm on с и ne ae He 21 39 57 12 
ИЕ ИЕ Ge a oo oh bo ae ees a —7 14 44 ee 
А < Шо ве es а о RE St 5 a Se 45 
WaitcheSm и a trae He ae a 13 13 47 
О о ба о te ceo ee c ae Be ee 42 46 11 
ао им ae 42 fe с 7 6 5 
о о а Sete eee Je ee Se 57 85 50 43 
Ее. и recs ae x ots "a 7 20 10 9 
Czechoslovakia @ Eastern Germany а 
Commodity 1966 1967 1968 1966 1967 1968 1969 
Ва ce. 02 omit oe | 
МЕ РОВ нео «>»: J 3 2 : ь 3 : : 
Sugar Se era eee -3 _3 6 2 — 3 
о oe cs oe о Аи — 1 2 4 7 2 м 
ING м о ие 1 6 —3 — 2 9 3 
ООН a ое 6 10 4 3 4 1 ce 
[BITES sancti GAGE OMA OL ane -2 2 —1 3 2 1 6 
ПИ о о ооо ее 446 ue —5 44¢ BEG -18¢ 
Fresh vegetables . Е —1 6 -10 Sa 
Woollen fabrics = 495°. - <5 = - 3 13 19 
Cotton fabrics . Ra ete -3 -1 34 
ПО р бов ме то =| 1 7 
Ready-made clothing. ...... 4 “= 9 
ЕТО о vest te et Gehan @ 2 3} 12 4 = a 
Bicycles he hc By у 20 3 
Motor-cycles and scooters ... . -25 —16 2 -7 2 2 
Washing machines). S592 cn. В 12 24 4 3 19 
Refrigerators Aor 15 15 10 2 14 | 
Sewing machines) 2. . = - —4 29 -13 8 
Vacuum cleaners ae 
= — 28 3 -1 23 
М macs) cis cp mel боем в 28 
Motor-cars . Ва 66 34 18 10 Pe -10 
РО и д зо ee ae ae 2 16 16 28 2 _10 
ОВ но о в а ы в 26 -9 30 -8 -3 =! 
3 р 17 3 7 —5 


Furniture . 
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TABLE 24 (continued) 


Retail sales of selected products 
(Annual percentage changes) 
ee ees ee eee ee ee 


Commodity Hungary Poland a 
1966 1967 1968 1969 е 1966 1967 1968 1969 
| 
ING, Cee.” ро = 3 12 1 
ПМЕ О «6 co ob 6 6 ho —12 10 8 и ы 2 . 4 
ра On ee a cor 6 3 —1 5 6 1 6 2 
Botletae- та. 2 —- 25 10 Wy 13 6 6 
М ne Geol nae ken aap 8 3 6 3 3 5 5) 5 
Срез с и —7 5 37 7 a: и = ae 
Egosteaces Serre 2 fens Seay 5) —5 —1 1 5 1 2 6 
и о © ба моб 17 12 49 _3 5 
СУ УЧЕНЬЕ о 5 4 5 oo 5 6 19 5 5) у. 
2% ор oo sn oo 6 —6 4 10 17 1 —1 _3 4 
(Со о совоюоюоо ~9 —7 -19 6 12 6 4 -6 
ЕЕ о р обоев с -22 — _3 13 —2 1 —2 —= 
Ready-made clothing. ...... 3 6 11 г 3 5 9 8 
оо о 2 5 4 —1 6 5 3 4 
Все кю 27 —1 40 —14 2 4 4 6 
Motor-cycles and scooters .... 39 15 51 16 -19 —- _3 —22 
АЕ НИ о соо обв 18 _8 —2 -3 3 -3 i _8 
INSTRU 5 5 b Geb o a5 0 x 33 9 24 42 19 14 11 —7 
ИЕ 5 5 6 6 6 4 6 c 13 80 10 ae -9 _8 6 2 
УЕ GRINS: 5 2 oo op 0 -12 -2 40 16 19 4 3 —14 
Watches ВЖЕ ин Е 27 ~14 36 ~9f 10f 137, i 
MOtOn=carsy. pus Go ее 57 32 —1 —1 3 — 2 21 
Ва ее. т 49 —4 124 _3 17 1 3 23 
ВИО ЯВ mae ая 10 = 68 —43 19 _6 4 9 
ИИ < G oo 5 6 6 O56 9 oe a 17 2 ste 9 13 8 7 
Commodity Romania а Soviet Union 

1966 1967 1968 1969 1966 1967 1968 1969 
McAteer: ae oe ee aE 11 5 6 | 
ЕЕ ОИ со o 8 6 5 0 6 0 15 10 14| 2 и И 8 =a 
SUCATEW Eee CM tes A Me hearer 6 4 5) 4 5 6 3 2 
Butters aren. weer ae 68 118 138 158 —1 3 7 12 
INT Kee ee ees oe eee se 14 16 10 6 9 11 li 12 
GHEeSeis oa ae eer ee 9 8 8 13 6 3 12 16 
EGeSee cats cath woke ee eas ee 3 11 8 9 10 8 
PRES О ИИ он о oo Bok в 45 18 10 14 —5 
AEN Е о 6 po 6 6 0 6 co 6 : 3 12 1 =? 
Woollen fabrics... 5... ae 9 3 | 1 1 6 
Свои Е Бо оооваве 5 3 4 _3 5 4 = | 9 
Silk fabrics а. . 4 a 7 4 | 
Ready-made clothing. ...... 15 13 10 — 7 10 12 9 
Вок са т fea ee 16 _—6 4 5 11 14 10 5 
О eas ee ee 8 1 2 ген 
Motor-cycles and scooters. oe fac an 7 = 2 2) 
Washing machines . 5 9 9 13 9 9 8 
Refrigerators 10 2 18 34 23 20 15 
Sewing machines 1 37 16 -11 —15 = ab 
Vacuum cleaners fl 12 14 13 10 
Watches 8 7 3 3 
Motor-cars . . с oe ss 7 2 7 
Radios . . 19 -8 -10 -4 3 3 a 
Television sets . 42 2 =i : 19 7 15 nid 
Furniture. .. 15 10 9 9 9 10 8 5 


Sources : National statistics and plan-fulfilment reports. 
@ Deliveries to the retail trade network. 


Ь Tropical fruits included. 
с Tropical fruits only. 


а Socialist sector only. 
е Nine months. 
J Wrist watches. 
8 Including margarine. 
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The excellent 1969 harvest should improve the supply 
of food (including that of animal products) in 1970 and 
this expectation (together with the growing benefits ac- 
cruing from foreign trade) accounts for the planned 
targets for incomes and supplies in general. Real wages 
per wage earner are planned to rise by 2.5-3.0 per cent, 
and total per capita wage-earners’ income by 4.5-5.5 per 
cent. Peasant money incomes should rise much faster 
than the total wage-bill (by 10 and 6 per cent respectively). 


A 9 per cent expansion of the value of retail sales should 
be adequate to cover an 8 per cent growth in total money 
incomes of the population. Sales of industrial goods are 
expected to rise somewhat faster than those of foodstuffs, 
at least at current prices. 


For the second year running, total money incomes of 
the population rose in eastern Germany by 4.9 percents 
somewhat more than envisaged in the medium-term 
plans. As the size of the population remained un- 


TABLE 25 


Dweiling construction 


И НН eee 


1966 1967 1968 1969 1969 1970 
Plan Actual Plan 
Thousands of dwellings 
Bulgaria 
Total 43.4 42.7 42.7 
State Sa riba eS 10.8 12.0 
Private and co-operative . 32 31.9 30.7 
Aided . 14.1 139 NAS 
Unaided . 18.0 18.2 18.1 
Czechoslovakia 
Total 75.5 3) 86.6 105 83.4 
State 2 16.3 14.4 15.9 
Co-operative . 39.9 44.4 47.7 
Private 19.2 19.8 197 
Eastern Gefmany 
Total 65.3 76.3 76.2 72 77 
State р 38.5 48.7 
Co-operative. . 18.6 19.6 
Private (aided) 8.2 8.0 
Hungary 
Total 55.6 62.6 67.1 60-62 62 
State 20.3 21.6 24.6 21.6 
Private 35.3 41.0 42.5 
Aided . 25.1 30.0 29.9 
Unaided . 10.2 11.0 12.6 
Poland 
Total 176.0 185.7 189.3 
Urban . 133.0 139.1 140.5 
Rural . Aes 43.0 46.6 48.8 ae ag 
Socialized sector 129.4 136.0 138.8 5 it 142.8 
of which: 
State : 77.8 58.7 46.7 cSt 
Co-operative . 51.6 Wiles 2A 98.5 
и a ere 17.3 1221 ДЕЯ 139 | 
State and co-operative . 49.6 Shy? 56.3 88.6 78 94.7 
Private 67.7 68.9 59.4 
Million square metres of total space 
а А Sa мар 102.1 104.5 102.1 121 102.5 116.3 
Outside collective farms . 81.8 84.3 83.5 
of which: 
State and co-operative . 65.9 68.7 ves 65.3 68.6 
State-aided and private 15.9 ie ee 
Collective farms 20.3 20.2 8. 
Sources: National statistics; ECE, Annual Bulletin of Housing and Building Statistics for Europe, 1967; plan- 


fulfilment reports. 
а The area constructed was to increase by 9.4 per cent 
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changed 1% and there was only a very small increase in the 
cost of living, this figure may. be taken to represent the 
rate of improvement in per capita real incomes of the 
population. No data on changes in average wages have 
as yet been published for 1969. In the preceding year, they 
rose more than 4 per cent, and this performance was 
probably repeated or even exceeded in 1969 as farmers’ 
incomes could hardly have risen much in this year, given 
the setback in agricultural output. Part of the 4 billion 
marks increment in total money incomes was due to an 
increase in premia payments to workers and employees 
(by some 360 million marks) and to further expansion of 
social transfer payments, particularly of old-age and 
other pensions, which rose by 6.8 per cent, and of 
children’s allowances, which were 5.8 per cent up on the 
levels of the preceding year.1%” 


Some acceleration in the rate of improvement in living 
standards was also evidenced by the reported growth 
of the retail trade turnover by 6.1 per cent, which was 
markedly higher than the annual plan target or the 
rates recorded in the recent past. Moreover, there has 
been a welcome change in the structure of sales, those of 
manufactured goods rising significantly faster than food- 
stuffs. Even though this structural change was not as 
far-reaching as planned, it represented a definite improve- 
ment on past trends. But the share of manufactured 
goods in total retail trade is still rather low at some 
43-44 per cent. 


In the course of 1969, some difficulties were experienced 
in the supply of potatoes and vegetables to the popula- 
tion, but supplies of livestock products appear to have 
been fairly adequate, those of meat (and meat products) 
and of dairy products increasing by some 3 per cent. 


In respect of industrial goods, the east German authori- 
ties appear to have met with increasing difficulties in 
planning and implementing the rapidly diversifying de- 
mand of the population. According to the plan-fulfilment 
report, the demand for some commodities, especially for 
garments from synthetic materials, children’s clothing and 
footwear, as well as for some consumer durables, could 
not be fully satisfied. The bottlenecks in the supply of 
goods of synthetic and plastic materials appear often to 
have been due to arrears in the installation of new 
capacities. 

Household stocks of consumer durables continued to 
improve. In 1969, two-thirds of households had a tele- 
vision set and nearly half had a refrigerator and a washing 
machine. However, waiting lists for passenger-cars are 
still long and there were hardly more than 12 passenger- 
cars per 100 households. As in other countries of the area, 
repair and maintenance services lag behind the supplies 
of consumers’ goods and durables. New plans foresee the 

106 Continuing a downward trend that started in 1963, the crude 
birth-rate fell to 14.3 per 1,000 in 1968. During this time, due to 
unfavourable changes in the age composition of the population, 
crude death-rates kept increasing to reach the level of 14.3 per 
1,000 in 1968. 


197 As a pro-natalist measure, the monthly allowance for the 
third child was increased by 30 marks, effective from October 1969, 
which benefits 470 thousand families. However, children’s allow- 
ances are still relatively low in eastern Germany compared with all 
other countries of the area except the Soviet Union, 


establishment of large-scale industrial service enterprises 
to complement or replace the present small establishments 
owned by private individuals or local authorities. 


In 1970, per capita real incomes of the population 
should increase by 4 per cent; within this improvement 
the share of social transfer payments should go up again. 
Commodity supplies to the population are planned to be 
increased by 4.3 per cent, including an expansion of sales 
of foodstuffs by 3.6 per cent and of industrial goods by 
51 per Cent 


Some slowing down in the growth of household incomes 
also occurred in Poland, where per capita consumption 
financed from personal incomes of the population was 
reported to have increased by about 3 per cent in 1969. 
As in the past, a good part of this gain resulted from 
increased employment, with average real wages barely 
improving. 

Average (net) nominal wages rose by 3.0 per cent, but 
this was largely offset by a 2 per cent increase in the cost 
of living. Judging by data for the first three quarters of 
the year, price increases occurred mostly in the third 
quarter and mainly affected foodstuffs. Price increases 
were particularly steep for food sold on free markets, 
which rose by about 10 per cent; in contrast to several 
preceding years, prices of services remained stable.1% 


Following the decline in agricultural production, peas- 
ants’ receipts from State deliveries fell by 2.5 per cent 
compared with the preceding year. Diminished sales on 
open markets were probably offset by higher prices, as 
mentioned earlier, but even so peasant incomes can hardly 
have advanced at all. The most dynamic category of 
household incomes was again pensions, this being due 
partly to a continuous increase in the number of old-age 
pensioners due to demographic factors and partly to the 
second instalment of pension increases, announced at the 
beginning of 1968 and introduced at the beginning of 1969. 


The total increase in the money incomes of the popu- 
lation can be estimated at some 6.7 per cent, the break- 
down being as follows: 


Poland : Gross money incomes of population 


Annual percentage changes 


1967 1968 1969 1969 

Billion 

zlotys 

Total money incomes ..... 8.2 7.8 6-7* 441.6 
Wages and wage-like payments 8.7 8.5 ТЕР 309.3 
Sickness and other benefits . 3.8 I: 8.3 14.6 
STON, of 4 owe aw o OS ВИНЫ! 16.4 29.3 
Peasant money incomes . зо 1.4 -2.5 56.6* 

{ncomes in private sector 
outside agriculture 15.5 8.5 НЭ 32.0* 


М——————— 
Sources; National statistics and plan-fulfilment reports. 
а Receipts for State deliveries. 


In view of the instability of consumers’ markets in pre- 
ceding years, some slowing down in the growth of money 


108 Biuletyn statystyczny, No. 12, 1969. 
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incomes in 1969 was not unwelcome.” Sales in the 
‚ State retail trade rose by 7.1 per cent at current prices 

and by 6.3 per cent at constant prices, and those in peasant 
co-operatives by 7.7 per cent and 7.0 per cent respec- 
tively. Improvements in food supplies were restricted to 
the first three quarters of the year, when sales of meat and 
butter were respectively 5.8 and 7.2 per cent above the 
levels of the preceding year. There was, however, a 
marked deterioration in supplies during the fourth quar- 
ter, when sales of meat were only at the level of the pre- 
ceding year and shortages of butter and animal fats 
appeared. Sales of ready-made clothing and of woollen 
yarns increased but those of other fabrics stagnated, or 
declined, while at the same time the demand for up-to- 
date models was not satisfied. There was also a marked 
deterioration, compared with the previous year, in the 
deliveries of such consumer durables as motor-cycles, 
washing machines, refrigerators, vacuum cleaners and 
watches, due partly to the lack of demand at the present 
quality and assortment. But sales of cars, radios and, to 
a lesser extent, television sets rose sharply. Supplies of 
coal to the population rose considerably but were never- 
theless unable to match the exceptional demand gener- 
ated by the severe climatic conditions of the 1968/69 
winter. 


The Polish plan for 1970 assumes an increase in average 
wages of 2.5 per cent over 1969. Employment in the 
socialized sector should rise by 1.9 per cent and the 
total wage bill by some 4.5 per cent, or by somewhat less 
than the value of retail sales which should be 5.5 per cent 
higher than in 1969. Progress in living standards is not 
likely to be much faster next year among peasants, as can 
be judged by the rather low target for the increase in per 
capita consumption of population (3.3 per cent) and the 
expected changes in the volume of State deliveries of 
agricultural products." Indeed, difficulties in expanding 
supplies of animal products seem to be largely responsible 
for the low income targets. 


In Romania, gains in living standards were markedly 
lower in 1969 than in the preceding years. This can 
be largely attributed to the slow recovery of agricultural 
output in 1969, following the decline in 1968. In food- 
processing industries, annual plan targets were under- 
fulfilled by large margins. Production targets were gener- 
ally exceeded in light industry, but this was not fully 
reflected in an increased volume of sales, suggesting the 
persistence of the problem of adaptation of the structure 
of supply to that of demand. 


Total money incomes of the population were reported 
to have increased by 6.1 per cent, indicating the continu- 
ation of the downward trend in the growth rate in recent 


years: 


109 The 1969 plan foresaw an increase in average wages by 2.2 per 
cent and in total incomes by 7 per cent. However, wage payments 
advanced faster and peasant incomes slower than planned 

110 State purchases of grain are likely to remain at the 1969 level 
and those of meat to decline by a few percentage points. Marked 
increases in the volume of deliveries are expected only for products, 
the output of which fell drastically in 1969, sucn as potatoes and 
sugar beetroots. 


Percentage increase from preceding year 


1966 1967 1969 
10.1 al 8.0 6.1 


1968 


Total money incomes ... . 


of which: 
Wage-earners’ households 10.5 8.9 8.0 7-8* 
Peasants’ households ... 8.7 9.8 7.9 4-5* 


Average nominal wages increased by 4.2 рег cent in 
1969 and employment outside agriculture by 3.4 per cent. 
A year earlier, gains in nominal wages appear to have 
been offset by the increase in the cost of living. Some 
increases in prices, particularly those of foodstuffs, also 
occurred in 1969 but probably on a smaller scale than 
previously. In any case, the increase in average real 
wages was certainly well short of the planned growth of 
5.1 per cent. However, consumers benefited from a 
further 10 per cent increase in State budgetary expenditure 
for social and cultural purposes, which particularly 
affected old-age pensions and children’s allowances.‘ 


At current prices, the value of State retail trade rose 
by less than 5 per cent, somewhat less than the total 
money incomes of the population."'* Sales of foodstuffs 
were 6 per cent above the 1968 level (partly through 
price increases) and those of industrial goods were 
3.5 per cent higher. Deliveries of some dairy products 
(milk, butter and cheese) were markedly better than in 
1968 but there was no increase in deliveries of meat. 
Judging by output data, fresh vegetables were in rather 
poor supply, but deliveries of fresh fruit showed a consider- 
able improvement on 1968. There was no increase in the 
supply of ready-made clothing and a decline in the sales 
of textiles, both of which are difficult to explain in the 
light of expanded output. Sales of television sets and 
radios must have picked up again after two adverse 
years, but only output data are available. 


Upward adjustments of wage rates are foreseen during 
1970 in mining, engineering, construction, transport, 
trade, research, health and financial services, and average 
real wages should rise by as much as 8.8 per cent. 
Collective farmers will benefit from a further expansion 
of pensions and social benefit. These targets are the 
reflection of a rather ambitious plan for the growth of 
national income, agriculture and output of consumers’ 
goods (Group B), which are expected to increase by 12, 
16 and 10 per cent respectively. 

The slowing down in the rate of expansion of the 
Soviet economy in 1969 was reflected to a certain extent 
in the rate of improvement of living standards. Thus, 
average nominal wages were reported to have risen by 
3.9 per cent, less than in preceding years although 
somewhat faster than planned. The deceleration in the 

11 The 2.1 per cent increase in total population recorded in 1969 
represented a slowdown from the preceding year, but was neverthe- 
less very high by European standards. The upsurge in the current 
fertility levels of the Romanian population has been mainly due to 
the introduction in 1966 of severe abortion laws and of restrictions 
on the sale of birth-control means. 

112 The difference was probably absorbed by a more than рго- 


portionate increase in the value of sales of foodstuffs outside the 
State trade network (due partly to price increases), and by an 
accelerated increase in savings, the deposits of which rose by 


nearly 15 per cent. 
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rate of growth of peasants’ incomes was still more pro- 
nounced. Peasants’ receipts from collective farms 
increased by only 3.8 per cent "3 (in the Ukraine by 3.4 
and in Byelorussia by 6 per cent), that is less than had 
been planned, and much less than during the first three 
years of the current Five-year Plan. Even so, large 
gains in peasants’ real incomes (from all sources) in the 
1966-1968 period will almost certainly ensure the fulfil- 
ment of the Five-year Plan target. 


With average wages and peasants average incomes 
probably less than 4 per cent above the 1968 levels, the 
reported 5 per cent increase in per capita real income of 
the population might have been partly associated with an 
increased incidence of employment in the population.’ 
The benefits accruing to wage-earners’ families from the 
social welfare fund, which rose even faster than average 
wages, also contributed to the increase of per capita 
real income. During the first four years of the current 
Five-year Plan, per capita real incomes rose by around 
26 per cent and the 30 per cent growth planned for 1966- 
1970 appears likely to be exceeded. 


With the number of employed persons some 3 per cent 
above the average 1968 level, the total wage fund was 
reported to have increased by 7.4 per cent, much less than 
in the exceptional preceding year. (The upward revisions 
of basic wage rates in 1969 affected mainly workers in 
the construction and in the building materials industries.) 
Total money incomes of the population probably rose 
still less, reducing the pressure on supplies. 


The volume of State and co-operative retail trade 
reached the lower limit of the planned range, showing 
а rise of 7.4 percent for the year. According to half-year 
estimates, sales of industrial goods were closer to those 
of foodstuffs,"*> but final figures referring to these two 
categories of sales are not available at the time of report- 
ing. Among foodstuffs, sales of meat and of fresh fruit 
and vegetables were below the 1968 level, but considerable 
improvements were registered in deliveries of fish, milk, 
butter and cheese."!* Apart from television sets, bicycles 


48 A good part of these payments must have been derived from 
farm profits accruing during the good agricultural year of 1968. 
Since 1969 was much worse for agriculture, farmers’ current in- 
oe from individual plots were probably below the previous 
evels. 


14 Мо important price movements in consumer markets were 
reported. As is usual in a bad agricultural year, prices of food on 
free markets have probably risen somewhat. 

16 Sovetskaya Torgovlya, 14 August 1969. 

116 However, difficulties in supplies of meat and meat products 
were reported, especially in large industrial centres (Pravda’s 
editorial on 13 January 1970). 


and sewing machines, sales of consumer durables were 
above the levels in the preceding year, but for most 
articles the rates of improvement were distinctly slower 
than in the recent past. It was reported that demand was 
not fully met for such commodities as woollen textiles, | 
clothing, shoes, building materials, as well as some 
consumer durables. Output of passenger-cars rose by 
only 5 per cent to nearly 300 thousand, much less than 
envisaged in the Five-year Plan targets. 


A further expansion of consumers’ services by 18 per 
cent, as well as a similar growth of savings deposits, 
helped to maintain the balance between supply and 
effective demand. 


The 1970 targets foresee a pattern of growth of incomes 
broadly similar to that recorded in 1969. Average wages 
should increase somewhat less than in 1969 (by 3 per 
cent) and peasants’ incomes from their work on the 
collective farms rather more (4.6 per cent). The expansion 
of employment outside collective farms should decelerate 
compared with earlier trends. Thus, the number of 
workers and employees is expected to increase by 2.3 mil- 
lion, or about 2.5 per cent in 1970, whereas the average 
annual rate of growth in the 1961-1965 period amounted 
to 4.4 per cent and in the 1966-1969 period to 3.4 per 
cent. 


The volume of State and co-operative trade will be 
some 6-7 per cent higher than in 1969 and a significant 
improvement in supplies of consumer durables 1$ 
envisaged. The plan also foresees a 40 per cent increase 
in the sales of passenger-cars. Compared with the base 
year of the current Five-year Plan, household stocks of 
consumer durables should improve as follows (per 
100 households): 


1965 1970 

Radiorsetses = пои. 61 7% 

А 6 И зов овееь 26 56 

Washing machines >. 2 2) 21 a2 

Reins eratorsieme ene в с 11 32 

Source: Мг. Baibakov’s speech, Ekonomicheskaya Gazeta, 
No. 51, 1969. 


Co-operative housing will be greatly encouraged in the 
Soviet Union in 1970. In 1969 only 6.5 million square 
metres of living area (or 6.3 per cent of the total) was 
built by housing co-operatives. It is planned to raise 
this figure to 9.6 million square metres in 1970. In the 
future, this development may provide an important item 
of consumers’ expenditure, as it does already in several 
other countries of the area. 


6. FOREIGN TRADE 


(i) General features of the region’s trade 


Following the sharp accelerations in 1967 and 1968, 
the growth of the east European countries’ foreign trade 
contimued to accelerate in 1969. 


As is shown below, this speeding up of trade growth 
occurred simultaneously with a deceleration in the growth 
of national income produced, with the result that the 


TABLE 26 


Foreign trade 


SS 


Value Annual percentage changes over previous year 
Country in 1969 
Million 1967 1968 1969 1969 1970 
dollars plan actual plan 
Bulgaria 
О о 2 geelySOl ВТ 10.5 я ILS) 
о п В о See ae 1 749 6.3 11.9 a8 —1.9 ee 
National income Sela ert ar 9.0 6.4 10.0 Ustl 9.0 
Czechoslovakia 
ро о о о 3.203 4.3 4.9 ae 9.6 6.0 
[POLS scm 13240 —2.0 14.8 6 Sys 4.0 
Nationalincome ....... See Tad 7.0 6.5 SP 
Eastern Germany 
BX DOLSm и Leo 163 7.8 95 9.7 
Imports........... 4114 20 3.3 dd 7) ыы se 
INationalaincome =). 6 4... 5.4 53 6.0 5.0 6.3 
Hungary 
INGO {A oiaeramed tale on BU 6.8 2 6.7 16.0 7.0 
Е cm. oe Meer ее 1 928 13.4 1S 6.7 7.0 8.0 
Nationallincome ssn see 8.7 0 5.6 6.0 5.6 
Poland 
EXpontSi Е 12 131 10.1 10.0 Teall 
(HiDOLtSs о ee 3210 6.0 11.7 10.6 Ps) 4.9 
National income ....... 5.6 9.0 5) 35 5.8 
Котата 
Exports) =) an setes) Gs ss 1S re 1 621 17.6 5:2 11.0 10.4 17.0 
р ее ао сео 1714 27.4 4.1 9.0 6.5 6.2 
INationallimcome )ne nae = Well all ое 7.3 12.0 
Six east European countries 
IDM ооо uo a 50 8.9 8.3 re 10.8 
ling д оо оо дов оо 15155 6.2 7.4 ee 10.1 
Soviet Union 
ОО « o 5 a6 ov o oo 6 106055 9.1 10.2 | 57 9.6 
[aNPOLtin 2 foe ease es TOT, 19 10.2 f Ou, 
National income ....... 7.0 7.2. a: 6.0 6.0 
Six east European countries and the 
Soviet Union 
EIN в об об Ge DS 9.0 9.1 ae 10.3 
[inp ¢ 5 b-bd oo oO ae yp ASA 6.8 8.5 9.9 
National income =. cee) ae 8.0 7.4 5.5-6.0 6.0 


—SSSs= ee ———eeeEeEeEeEeEeEeEeEeEeEeEeEeeeEeEeE——EEE————————————eeeeee 
Source: National statistics, plan-fulfilment reports, and direct communications from governments. 
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ratios between trade (including intra-trade) and pro- 
duction growth for the region as a whole increased from 
1.0 in 1967 and 1.2 in 1968 to about 1.7 in 1969. However, 
in the three countries where the problems of external 
balance were particularly acute (Bulgaria, Czechoslovakia 
and Romania) imports grew less fast than production. 
In four of the six countries which published trade plans 
for 1969, trade growth was faster than expected, the 
exceptions being Albania and Romania. Despite this 
increase in trade dependence, eastern Europe’s trade 
continued to grow more slowly than total world 
trade. 


The trade experiences of the individual east European 
countries varied considerably. Bulgaria recorded the 
lowest trade growth in 1969, a 4.3 per cent increase in 
trade turnover, which was less than half the correspond- 
ing growth in 1968; the deceleration was, however, 
entirely attributable to imports, there being some increase 
in export growth. Czechoslovakia, Poland and the 
Soviet Union also had a slower growth of trade turnover 
in 1969 than in 1968. In Czechoslovakia, this resulted 
from lower import growth (after the exceptionally large 
rise ш 1968), exports increasing almost twice as fast as 
in 1968. In Poland, on the other hand, export growth 
slowed down while import growth accelerated slightly. 
(In the Soviet Union imports and exports grew pari 
passu.) 


The acceleration in the growth of eastern Europe’s 
trade turnover in 1969 was consequently due to eastern 
Germany, Hungary and Romania. For eastern Germany, 
in contrast to the experience in 1967 and 1968 when 
export growth was substantially faster than import 
growth, imports in 1969 grew faster than exports; the 
increase in imports from western Germany was especially 
marked (up by 50 per cent), while exports to this country 
grew more moderately (13 per сет." Both Hungary 
and Romania achieved fast export growth in 1969, in 
Hungary three times as fast as in 1968 and in Romania 
twice as fast. In Hungary this followed to a large extent 
from the good harvest results while other east European 
countries had the opposite experience. (See below.) 


Judging from incomplete data (see table 27), in contrast 
with the two preceding years, intra-east European trade 
increased more slowly in 1969 than these countries’ 
trade with the rest of the world. While trade with 
developed market economies, especially western Europe, 
increased faster in 1969 than in 1968, the most note- 
worthy change in the first half of 1969 was (on the basis 
of partner countries’ trade statistics) the fast growth of 
imports from the developing countries after remaining 
at more or less the same level for four years. East 
European exports to the developing countries also 
resumed a higher growth rate after the rather modest 
gain in 1968. 


117 Data covering 11 months. 


TABLE 27 


East European trade by areas of origin and destination 


(Percentage change over previous year) 


Бб—БжЖШщж д ——о—о—доии_и 


Area of origin for imports Imports Le ed 

and of destination for exports 1966 1967 1968 1969 1966 1967 1968 1969 
Centrally planned economies 0.2 8.5 10.4 1.0 9.5 11.0 

of which: 

easter Europe...) 2): 0.6 9.6 10.8 8.59 0.6 9.6 10.8 ве 
Developed market economies 14.5 7.9 6.7 8.65 18.0 8.0 6.7 9.85 

of which: 

western Europe’. .... 13 17 8 12а 13 4 6 124 
Developing countries .. . i = 3.8 13.36 Ио 9.4 3.3 8.05 


World 6.8 


8.5 9.9 6.0 9.0 


е Е : United Nations, Monthly Bulletin of Statistics, special tables in June and December issues; national statistics 
of east European countries for their trade turnover in 1969 and west European national statistics for trade between 


eastern and western Europe. 


а Assumed on the basis of incomplete information 


on the remaining trade flows. 


| Changes in the broad geographical composition of the 
individual east European countries’ trade between 1968 
and 1969 were as follows. The stagnation in total 
Bulgarian imports in 1969 reflected a sharp deceleration 
in Imports from socialist countries (eastern Europe plus 
Yugoslavia, Cuba and Asian centrally planned economies) 


Ь January-June. 
с According to west European trade statistics. 
d January-September. 


and an absolute decline in imports from all other countries, 
imports from western Europe declining for the third 
year running. (See text table below.) The slight acceler- 
ation of Bulgarian exports related to socialist countries, 
exports to other countries increasing very moderately. 
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— Trade of east European countries with western Europe 
according to west European statistics 
(Percentage changes over corresponding period previous year) 
ne TS) 


Exports c.i.f. а Imports f.o.b. 6 


1967 1968 м 1967 1968 а 

1969 1969 

Bulgaria 7 8 3 -5 —6 -10 
Czechoslovakia .... 4 10 PR NB) 19 19 
Eastern Germany < — 5 15 -S -14 4 
Hungary . и 3 1 25 14 -2 15 
Poland . ae 2 es No 6 10 13 4 11 
Нота eg 40g yl 2 8 63 —1 —4 
Soviet Union . 7 8 34 20 21 

Total 


(including Albania) 4 6 12 17 8 [2 


а West European imports. 
Ь West European exports. 
с Excluding trade between eastern and western Germany. 


; The deceleration of Czechoslovakia’s import growth 
in 1969 related largely to deliveries from the socialist 
countries although imports from the rest of the world 
also increased more slowly than in 1968; however, there 
was no deceleration in Czechoslovak import growth 
from western Europe in the first three quarters of the 
year. The acceleration of Czechoslovak export growth 
related more to the market than to the socialist countries; 
exports to western Europe increased more than twice 
as fast in 1969 as in 1968. Eastern Germany and Hungary, 
too, increased trade with socialist countries less fast 
than with the others—developed and developing market 
economies—and notably with western Europe (eastern 
Germany's trade with western Germany 1$, of course, 
included). In fact, in Hungary the acceleration in 
export growth in 1969 was entirely attributable to trade 
with market economies, especially with western Europe, 
and the acceleration of Hungary’s import growth was 
also heavily concentrated on these countries. It would 
appear that the Soviet Union’s imports increased faster 
from market economies than from the socialist countries. 
According to west European trade statistics, Soviet 
imports from western Europe in 1969, for the third year 
running, increased at a very high rate (by about 20 per 
cent, the same rate as in 1968; in 1967 the growth had 
been even higher). On the other hand, Soviet exports 
to western Europe increased in 1969 by 8 per cent, 
about the same rate as in 1967 and 1968. As a result of 
this development, in 1969 for the first time the Soviet 
Union incurred a deficit (on an approximate f.0.b.-f.0.b. 
valuation) in its trade with western Europe. 

Poland and Romania experienced a faster increase in 
their trade with socialist than with market countries. In 
Poland the difference was not big, however, and in 
Romania (and also in Bulgaria) the difference in the case 
of imports reflects an adjustment to a more norma! level 
of imports from western Europe after a doubling of these 
imports in two years (in Bulgaria between 1964 and 1966, 
in Romania between 1965 and 1967). Despite the recent 
developments both countries incurred heavy deficits (on 
an approximate f.0.b.-f.0.b. valuation) in their trade with 
western Europe in 1969. 


As eastern Europe’s imports from and exports to 
western Europe in 1969 increased at about the same rate, 
there was no significant change in its combined trade 
deficit. According to east European sources, this deficit 
for the two years 1967 and 1968 amounted to almost 
$800 million; according to west European trade statistics 
(imports reduced by 10 per cent to give an approximate 
f.o.b. valuation) it amounted to $760 million. West 
European trade statistics, covering less than the full 
year, indicate that the deficit in 1969 will be close to 
$400 million. Only Czechoslovakia and eastern Germany 
among the east European countries achieved an export 
surplus in trade with western Europe. However, the 
data taken from west European sources exclude trade 
between eastern and western Germany; in 1969 eastern 
Germany incurred a heavy deficit in trade with western 
Germany, almost offsetting the surplus in trade with the 
other west European countries. 


These changes in the regional flows may be explained 
by a number of factors. First, world market prices 
increased in 1969 and this may have affected the value 
of east-west trade flows more than that of intra-east 
flows. The expansion in west European demand being 
particularly strong in manufactures, it is not surprising 
that Czechoslovakia and eastern Germany, in whose 
exports to western Europe manufactures account for 
more than half, recorded a fast growth of exports to 
western Europe. The even steeper increase in Hungarian 
exports to western Europe was accounted for by manu- 
factures as well as agricultural products; the sharp rise 
in the latter partly reflected replacement of Bulgarian, 
Polish and Romanian deliveries (these countries suffering 
harvest failures in 1969). 


The high rates of growth recorded by some east 
European countries in their exports to western Europe 
in 1969 indicate a relatively high elasticity of supply, 
particularly since no significant difficulties séem to have 
been experienced in most countries in fulfilling bilateral 
trade agreements with CMEA partners. Early in the year 
Czechoslovakia was not exporting to the Soviet Union 
and to some other trade partners according to the plan, 
but measures taken subsequently have helped gradually 
to overcome this problem. Where decision-making 
concerning production and foreign trade has been decen- 
tralized to a considerable extent, economic instruments 
(e.g. conversion rates translating foreign exchange 
prices into domestic prices and vice versa, indirect taxes 
and subsidies and deposit schemes) have been used to 
guide exports and imports in accordance with bilateral 
trade agreements and economic plans. 

Under the auspices of the CMEA, increasing attention 
is being given to problems of co-operation and speciali- 
zation among member countries. The 23rd CMEA 
Session, held in Moscow in April 1969, identified the 
following main tasks of intra-area economic, scientific 
and technological co-operation and referred a number 
of specific recommendations to expert groups for further 
study and elaboration: 


(a) A general aim will be to promote the “ extensive 
development of ties between ministries, economic 
bodies, firms, individual enterprises and other organi- 
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zations of the interested countries’. Thus commercial 
contracts concerning specialization and co-operation can 
now also be concluded directly between suppliers and 
customers; 


(b) co-ordination of five-year plans is to be supple- 
mented by “ the co-ordination of plans for longer periods 
and with the joint preparation by the interested countries 
of projections for major sectors of the economy, science 
and technology ”: 


(с) in selected sectors of manufacturing industry 
‘interested countries will conduct joint planning and set 
up inter-State industrial, trade, scientific and technical 
organizations’’. Thus, future co-ordinative activity 
may cover the entire chain of new production and 
distribution, starting with research and ending with 
exchange of goods.1"* 


According to other decisions taken at the 23rd Session 
of the CMEA, the mutual trade of member countries 
“should be conducted as before, on the basis of five-year 
trade agreements which may be specified and supple- 
mented by annual protocols on commodity turnover ”. 
As a general rule “‘ modified ”” world prices based on the 
1960-1964 period will be applied, but—as in the past— 
specific ‘“‘ contract prices” will be negotiated between 
trading partners. Further work is to be undertaken witha 
view to improving the payments system, including the 
extension of the activities of the International Bank for 


8 These quotations are from an information document sub- 
mitted by the CMEA secretariat to the Eighteenth Session of the 
ECE Committee on the Development of Trade. 


Economic Co-operation, and agreement has been 
reached on the establishment of an Investment Bank for 
the purpose of financing common projects and other 
capital intensive undertakings arising from the co- 
ordination of national plans. Two types of proposals 
have been made for immediate measures to improve the 
payments system. Some experts recommend reliance 
on relatively high and differentiated interest rates on both 
debtor and creditor accounts as an instrument for reducing 
imbalances in the CMEA clearing. Others suggest partial 
settlement in gold or convertible currency of a certain 
percentage of unsettled balances.’ 


Trade forecasts for 1970 have been published by five 
countries (see table 26). A slackening in the rate of growth 
of over-all trade is expected in Czechoslovakia (both for 
exports and imports), Hungary (a sharp deceleration in 
export rates but a slight speeding-up of import rates) and 
Poland (an especially sharp deceleration in imports but 
also a substantial one in exports). Eastern Germany, 
which achieved a high rate of trade growth in 1969, 
expects to maintain that rate in 1970. Romania plans a 
sharp increase in export growth and an almost unchanged 
rate of import growth. Neither Bulgaria nor the Soviet 
Union have made public their trade plans for 1970. 
The former country, however, plans for faster output 
growth in 1970 than in 1969; since much of the acceler- 
ation is likely to accrue from a recover’ in agricultural 
output, this should permit a higher g owth of exports 
in 1970, as in the case of Romania. 


119 See, for example, Ekonomicheskaya gazeta, No. 1, 1970 and 
Finance а uver, No. 8, 1969. 


(ii) Review by countries 


In Bulgaria the expectation of achieving an export 
surplus at a high level of trade turnover in 1969 was 
thwarted by the low agricultural output which affected 
exports of agricultural products, in particular to western 
Europe. Judging from data covering the first nine months 
of 1969, a small export surplus was nevertheless achieved 
by a decline in imports. 


As the text-table below shows, the deceleration in 
import growth from 9.5 per cent in 1968 to virtually 
zero in 1969 was concentrated on intermediate produits, 
reflecting inter alia higher domestic supplies of. steel 
than in 1968. Imports of manufactured consumers’ 
goods increased at a much reduced rate in 1969, but 
these goods account for a very small proportion of 
total imports (about 5 per cent only in 1963-1967). The 
stagnation of machinery imports in the past two years 
was associated with a decline in fixed investment from 
the high level reached in 1967. 

The rapid increase in engineering output was reflected 
in the accelerated expansion of exports of machinery, 
but was at least partly responsible for a stagnation in 
exports of intermediate products. The increase in exports 


of machinery in 1969 was directed overwhelmingly to 
socialist countries. 


Bulgaria’s trade: percentage changes in January-September over 
corresponding period of previous year 


Imports Exports 
1968 1969 1968 1969 
ое eae eae ee 9.5 0.3 12.4 13.0 
of which: 
Machinenvies sen ne 0.2 —0.7 7.0 32 
Intermediate products 13.4 2S 19.0 —0.1 
Food. 27.9 23.0 9.2 4 8.2 
Manufactured 
consumers’ goods . 51.6 14.1 20.5 13.3 
То: 
Socialist countries а 14.9 als 12.4 16.0 
All other countries. . . 5.4 —13.3 Ц 1.9 


Source: National statistics. 


а Including Yugoslavia, Cuba and Asian centrally planned economies. 


\ 


In Czechoslovakia, which in 1968 had incurred a trade 
deficit, policy was in the course of 1969 changed to 
restricting the growth of domestic demand. As a result 
exports grew, particularly in the second half of the year 
faster than imports, and the year closed with a small 
trade surplus of $53 million (the 1968 deficit had been 
$72 million). A large proportion of this improvement 
was in trade with western Europe. Judging from west 
European trade statistics covering the first nine months 
only, Czechoslovak imports from that region continued 
to increase at the same high rate (19 per cent) as in 1968, 
while there was a sharp acceleration in export growth. 
As a result the Czechoslovak trade deficit (on an approxi- 
mate f.0.b.-f.0.b. valuation) with western Europe of some 
$45 million in 1968 was converted into a surplus of some 
$10-20 million in 1969. Trade with developing countries 
resulted in 1969, as in earlier years, in a substantial 
export surplus, largely reflecting exports of machinery 
and equipment on credit, in some cases refinanced in 
western Europe. Despite a slightly faster increase in 
exports to, than in imports from, socialist countries, 
Czechoslovakia’s deficit in this trade in 1969 was not 
much less than in 1968. Thus Czechoslovakia continued 
as in 1968 to draw on assets earlier accumulated in 
eastern Europe, but an increase in short-term liabilities 
with this area was also recorded. 


Romania’s export growth rate also doubled in 1969. 
The acceleration of import growth was more modest, 
leading to a reduction in the trade deficit from $140 
million in 1968 to $93 million in 1969. Trade expanded 
mainly with CMEA countries. It is reported that ma- 
chinery, chemicals (especially petrochemicals), wood 
products and construction materials showed the greatest 
export growth, while the fastest expansion in imports 
occurred in complete industrial installations, ores and 
metals, cotton and hides. 


As in Romania, the Hungarian trade balance im- 
proved through a much faster expansion of exports than 
of imports; the 1968 deficit had been relatively small and 
a surplus of almost $150 million was recorded for 1969. 
Exports of fuels, intermediate products and food in- 
creased much faster than in 1968 whereas the growth 
rate of exports of machinery and manufactured con- 
sumers’ goods slowed down. A good harvest and an 
accelerated slaughtering of animals, induced by high 
export prices in terms of domestic currency, greatly 
helped exports of food products in 1969 (in 1968 such 
exports had fallen slightly). Imports of intermediate 
goods increased at a slower rate than in 1968. Imports 
of all other major groups of products, but especially 
fuels, increased in 1969. Much of the expansion of 
imports of machinery and food products represented a 
recovery of ground lost in 1968. The largest contribution 
to export growth came from sales to developed market 
economies (after declining in 1968); exports to socialist 
countries increased considerably less fast, by 10 per cent 
as in 1968. (See text-table below.) 

A number of measures have been taken in the past two 
years to improve the trade balance; they were especially 
directed to counteracting any adverse effect that might 
have arisen from the economic reform which abolished 


orci rate a 


mandatory import and export plans. As reported in the 
last SURVEY, internal conversion rates and customs 
duties raised the profitability of exports relative to sales 
on the domestic market while restricting effective demand 
for imports. In 1969 these measures were supplemented 
by selective credits and deposit schemes. Domestic 
demand pressure was partly reduced by destocking. 


Percentage changes in Hungary’s trade 


Imports Exports 
1968 1969 1968 1969 
otal amar nny ctor eee eras Я yf 6) 16 
of which: 

Enereyamatenialm об ооо в 6 11 14 42 

Intermediate products... . 10 5 — 26 

Machinery and equipment. . -14 8 15 7 
Manufactured consumers’ 

POOdS и ен 3 7 9 8 

HOO, eee Sts ena ae —5 9 3 26 

MowSoctalisticountnics een eae 4 6 10 10 

All other countries ...... -5 9 —6 32 


Source; National statistics. 


Eastern Germany recorded a relatively large trade sur- 
plus in 1968. In 1969, exports and imports combined 
rose twice as fast as in the preceding year. The plan- 
fulfilment report contains no information on the break- 
down between imports and exports but a direct communi- 
cation from the east German Government shows that the 
rate of growth of imports exceeded that of exports, and 
that the trade surplus declined considerably. The in- 
creasing emphasis on concentration and specialization 
in production seems to have resulted in larger imports of 
equipment for automation and rationalization purposes. 
The expansion of exports of engineering goods continued, 
as indicated by the acceleration in the growth of output 
of such goods in 1969. 


The faster growth of foreign trade was due primarily 
to trade with developed and developing market eco- 
nomies, which increased by 30 and 26 per cent respectively ; 


Percentage changes in Poland’s trade 


хдд 


Exports Imports 
1968 1969 1968 1969 
Ota: «hatte оо Сонет Wel ПЕЖО ИИ 1125 
of which: 
АОИ 6 oo Gon бо о ве 16.0 16.3 aa sys) 
Intermediate products... . 13.3 9.8 9.4 11.9 
ТОО А 5 о Ow D0 bo 2.6 —.6 11.4 4.3 
Manufactured consumers’ 
HON 6 6 Ga wu + ok 16.7 8.8 10.9 13.6 
To: 
GMBATcounthiess 5 sees: 17.0 10.0 do) 14:9 
All developed western countries 8.4 6.5 8.6 TS 
of which: 
Western Europe 8.8 6.4 11.4 8.3 
Developing countries 1.0 156 19-9" 38.7 


ии 
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in 1967 and 1968 this trade had stagnated. Eastern 
Germany benefited greatly from the boom conditions in 
western Europe and the continued liberalization of 
imports into that area. By contrast, trade turnover with 
Socialist countries grew at a reduced rate, by 7.7 per cent 
as compared with 9.4 per cent in 1968. 


Poland achieved an over-all trade surplus in 1968, al- 
though trade with western Europe resulted in a deficit of 
$81 million. In 1969 imports increased slightly faster 
than in 1968, while export growth, although remaining 
high, slowed down, and a small import surplus emerged 


in 1969. The import expansion was attributable to trade 

with CMEA partner countries and consisted primarily of 
machinery, followed by manufactured consumers’ goods 

and intermediate products. Imports of foodstuffs in- 

creased less in 1969 than in 1968 although agricultural © 
output declined. The slowing down in export growth, 

which affected all major commodity groups (exports of 

foodstuffs actually declined) except machinery, was 

accounted for by exports to the CMEA and to developed 

market economies, partly due to the bad agricultural 

year, which prevented Poland from sharing in the rapid 

growth of meat exports to the West. 


7. RECENT CHANGES IN INSTITUTIONS AND POLICIES FOR TECHNICAL PROGRESS 


Among the objectives and principles underlying the 
economic reform policies adopted by the governments of 
east European countries and the Soviet Union during 
recent years, the concept of economic efficiency has in- 
variably been one of the policy-makers’ central guidelines. 
The stressing of this concept is entirely in keeping with 
the constraints dictated by the present phase of economic 
development which generally characterizes these coun- 
tries. Having in the main completed successfully the 
stage during which the accent was put on high rates of 
economic growth and accelerated industrialization, the 
countries of the region are now increasingly faced with 
qualitative aspects of economic and social development. 
Consequently, the emphasis in economic policies and 
planning has been shifted towards a more complex 
approach to development targets and objectives, with 
increasing attention focused on the assessment of dif- 
ferential factor costs, comparative levels of labour pro- 
ductivity and quality requirements for the items produced. 


The general aims of the reforms have been, accordingly, 
to increase initiative and responsibility at lower levels of 
decision-making, and to promote methods of economic 
accounting and planning conducive to the full assessment 
of gains and costs of economic transactions. Price reforms 
have been undertaken in most countries of the region and 
there is a tendency towards reducing the emphasis on 
global output and on the number of mandatory targets in 
planning, to consider the economic results achieved by 


an enterprise as a major indicator of its success and to 
link incentives to management and labour to this 
indicator. 


These changes have been associated with an ever- 
sharpening awareness of the importance of the planned 
development of science and technology as a means of 
achieving major economic and social objectives. If, indeed, 
the decisive role of science as a production factor has 
repeatedly been stressed as a tenet of the economic phi- 
losophy adhered to by the socialist countries, it is mainly 
in recent years that governments in the region have 
undertaken comprehensive measures with a view to 
heightening decisively the degree of economic efficiency 
in scientific research and industrial development activities. 


These measures, fairly varied in scope and nature, and 
linked with the more general framework of economic 
reforms, will be reviewed here under three main headings: 
(1) changes in the planning and organization of R and D 
activities; (ii) the economic incentives devised in order 
to encourage the introduction, by enterprises and their 
associations, of technological innovations into productive 
processes; and (11) the financial inputs into К and D. 


The purpose of this section is to provide information 
on relevant changes in institutions, planning methods 
and policy instruments. It is still too early to assess the 
actual and/or potential impact of these changes on the 
pace of technical progress. 


(i) Changes in the planning and organization of R and D activities 


Criticisms have been frequently levelled, in the coun- 
tries of the region, against excessive compartmentalization 
and duplication of research efforts, as well as against the 
low degree of efficiency in bringing research results to 
practical use, with concomitant long time-spans from the 
inception of research and development to eventual appli- 
cation. It was realized that decisive steps had to be taken 
in order to harness the national research potentials more 
effectively to economic and social development. 

Thus, the economic reforms brought with them far- 
reaching reorganizations of decision-making bodies and 
changes of planning methods in the field of scientific 
research and industrial development. These reorganl- 
zations may be roughly characterized by two parailel 
trends: 


(a) A tendency towards more precisely defined and 
generally broadened competences of the central planning 
and policy-making bodies; 
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(b) A growing delegation of responsibility to medium- 
level planning and managing organs, as well as to scien- 
tific institutions and enterprises with regard to R and D. 


These two trends may appear to be divergent. A closer 
analysis reveals that they are, in fact, complementary and 
simply reflect simultaneous needs for better co-ordination 
of R and D policies, coupled with more flexibility and 
efficiency in their implementation. 


Major institutional changes 


An important and typical development in this respect 
was the reorganization of top-level bodies responsible for 
science policy and technological progress. In the Soviet 
Union, for instance, the former State Committee for the 
Co-ordination of Scientific Research was transformed in 
1966 into the State Committee for Science and Tech- 
nology. Whereas the former body co-ordinated R and D 
activities of the regional economic councils (sovnarkhozy) 
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mainly through interventions of a general administrative 
character, the new State Committee exercises its functions 
under conditions where the all-Union ministries have full 
operational responsibility for R and D conducted in their 
respective branches. It is entrusted with mapping out the 
essential prospective courses in the development of science 
and technology and with the organization of inter-branch 
research. The new Committee has, thus, an important 
co-ordinating role, particularly in the fields of interdepart- 
mental and interdisciplinary research. This role is fur- 
ther enhanced by the competence of the Committee to 
operate redistributions of R and D funds among the 
ministries. Simultaneously its functions have shifted from 
direct management and control to policy-making and 
supervising. Asa sign of its increased authority, the Com- 
mittee was transformed in 1965 from a Union-Republican 
body into a Federal organ, without counterparts in the 
republics. 


A different development took place in Bulgaria where 
the State Council for Science at the Council of Ministers, 
having only co-ordinating functions in regard to funda- 
mental science, was replaced around 1962, in connexion 
with the elaboration of the new system of planning and 
management by the State Committee for Science and 
Technical Progress, as the most important policy-making 
body in the field of science and technology. This Com- 
mittee has a decisive say on the main guidelines of applied 
and, to a high degree, also of fundamental research. 


In Romania, the National Commission for Scientific 
Research, composed of Ministers and leading scientists, 
is the main co-ordinating body in the field of science 
policy. It is, however, mainly concerned with technology 
and applied rather than with pure science. The Commis- 
sion, inter alia, advises the Ministry of Finance on the 
budgets of research institutions. It was mainly responsible 
for setting up the first medium-term programme for scien- 
tific research, for the period 1966-1970. 


In Hungary, the Council of Ministers has formed a 
Commission for Science Policy, headed by one of the 
Deputy Prime Ministers, which consists of Ministers and 
outstanding scientists. The Commission reports directly 
to the Council of Ministers and prepares recommenda- 
tions for top-level decision-making. In working out its 
proposals the Commission is assisted by the Hungarian 
Academy of Sciences and by the National Office for 
Technological Development, which is directly engaged in 
guiding and co-ordinating industrial research and develop- 
ment, with particular emphasis on fostering the appli- 
cation of technological innovation in production. 


The set-up is somewhat different in eastern Germany. 
Since 1967, the Ministry for Science and Technology, 
which superseded a State Secretariat with comparable 
terms of reference, is the supreme co-ordinating body in 
the field of R and D; in fulfilling its task, it is assisted by a 
National Research Council and an elaborate system of 
expert committees, grouping eminent scientists and repre- 


120 Тре Committee is, moreover, in charge of the dissemination 
of scientific and technological information throughout the country, 
as well as of carrying out scientific and technological! co-operation 
with foreign countries. 


sentatives of academies as well as of industrial research 
institutions. 

In Czechoslovakia, too, the Ministry for Technology is 
responsible for elaborating principles and goals of the 
technological policy of the State and for central co- 
ordination of R and D activities. 

A significant role is played in this respect in the coun- 
tries of the region by the National Academies of Sciences. 
As a rule, the Presidia of the Academies take an active 
part in the elaboration of the guidelines of science policy, 
but they are more particularly responsible for the co- 
ordination of fundamental research, especially in the fields 
of natural and human sciences. 

The third important partner in the formulation of 
national science policies in each country is the central 
planning organ of the government, which is mainly 
responsible for the integration of the plans for the devel- 
opment of science and technology with the over-all 
economic plans (see below). ; 

These three central co-ordinating bodies, i.e. the State 
Committee for Science and Technology (or Ministry of 
Technology), the Academy (or Academies) of Sciences 
and the State Planning Commission, are directly respon- 
sible and subordinated to the Council of Ministers (in 
which they have high-level representatives).% The co- 
ordination between the three organs takes functional as 
well as operational forms. Thus, for example, the Vice- 
Chairman of the Soviet State Planning Commission 
(Gosplan) and the President of the USSR Academy of 
Sciences are members of the General Assembly of the 
State Committee for Science and Technology, which is 
its supreme decision-making body. Likewise, the govern- 
ing body of the Bulgarian State Committee for Science 
and Technical Progress includes, within its membership, 
the Charmain of the State Planning Committee as well as 
the presidents of the Bulgarian Academy of Sciences and 
of the Academy of Agricultural Sciences. 

Below these supreme bodies, it is possible to distinguish 
roughly three levels of bodies and organizations active in 
the field of science and technology: 


(a) The ministries—in particular the industrial minis- 
tries, as well as some non-industrial ones (for instance, 
the Ministries of Health and of Education)—are the main 
co-ordinators of R and D activities within a more nar- 
rowly defined sector of the national economy and/or of 
the social services; they are directly responsible, as a rule, 
for the planning and over-all management of research in 
their branch or department. 


(5) The economic associations or “trusts”, grouping 
and controlling enterprises and industrial research insti- 
tutes, dispose as a rule of relatively important resources 
in R and D specialists, equipment and funds, allowing them 
to play a significant role in conducting and co-ordinating 
research, particularly in the field of technological projects, 


1 In Bulgaria, since 1967 the Academies of Sciences have not 
been directly responsible or subordinated to the Council of Ministers. 
The Academies are linked to the Council of Ministers through the 
State Committee for Science and Technical Progress (for the 
Academy of Sciences) and through the Ministry of Agriculture (for 
the Academy of Agricultural Sciences). В 
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applied research and testing-design work.” They are thus 
in the position of multiplying the В and р potential of 
the individual enterprises and, in particular, of assisting 
small enterprises unable to conduct effectively their own 
research. They constitute an important link in the chain 


of planning and managing production and technological 
development. 


_(c) The enterprises and the industrial research estab- 
lishments themselves as well as project and design centres. 
It is to be noted that some larger industrial enterprises 
have their own, often important, R and D units, engaged 
more particularly in the solution of technological prob- 
lems linked with their own production processes. 


As for the institutes for fundamental research, they are 
mostly affiliated with the Academies of Sciences. 


Changes in planning methods , 


The impact of new concepts introduced in the wake of 
the reforms may best be appreciated at the point of intro- 
duction of development plans of science and technology 
into the framework of general socio-economic planning. 


A typical example of increased concern for scientific 
research and development may be found in the creation, 
within the USSR Gosplan, of a new department entrusted 
with the task of planning the introduction of new tech- 
nologies into production processes. The plan for science 
and technology now constitutes an integral part of the 
Five-year State Plan fot the development of the national 
economy of the USSR and comprises tasks for the 
solution of the main scientific and technical problems, 
as well as plans for the introduction of technological 
innovation into the economy, for the financing of scien- 
tific research and for the training of scientific personnel.” 

It is worth noting in this context that other countries 
of the region, such as Bulgaria, Czechoslovakia and 
Poland, which from the second half of the 1950s had 
separate State plans for science and technology, pro- 
ceeded to integrate them into general economic plans, 
thus further emphasizing the importance of research and 
new technology for economic development. 

At the same time, substantial modifications were 
introduced into concepts and methods of centralized 
planning with regard to research and development 
activities. Eastern Germany offers a particularly inter- 


122 ]{ is noteworthy in this respect that a Decree of the Central 
Committee of the Communist Party of the Soviet Union and of the 
USSR Council of Ministers, of 23 October 1968, on the reorgani- 
zation of the scientific research network, established new, specialized 
associations grouping factories with industrial research establish- 
ments, and designed to promote the solution of R and D problems 
of paramount importance to the development of branches, in contrast 
to associations of enterprises whose research is predominantly 

ction-oriented. oo 
ae first of these new associations, founded in Leningrad in 1969, 
includes a leading research institute, an important organization for 
projects in technological engineering and two large industrial 
enterprises. (See /zvestia, 11 January 1970.) 

123 For further reference, see the paper presented by the Sovir 
Government to the Fifth Meeting of Senior Economic Advisers t¢ 
ECE Governments, under the title: ‘‘ General Strategy for Resour ce 
Allocation at the National Level ’’, in Policies and Means of Pro- 
moting Technical Progress, New York 1968, pp. 57 and ff. 
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esting example in this respect. The “ Principles of the 
New Economic System”, published in 1963,2%4 which 
outlined the programme of the economic reform, had 
already stressed the necessity of a systematic development 
of science and technology as an important prerequisite 
of intensive economic growth. In the following years, 
the actual reform measures had concentrated primarily on 
such essential preparatory moves as the price reform and 
the implementation of a system of economic levers, 
designed to release the initiative and inherent potential 
of the basic economic agents. Conditions were thus 
being created permitting more flexible and efficient 
methods of planning and management. 


A comprehensive programme of reforms in planning 
and implementation techniques was presented in 1968 
for the two-year period 1969-1970,” aiming at acceler- 
ating the development of large-scale science-intensive 
modern production forces. A series of measures was 
envisaged in order to concentrate a large share of avail- 
able economic resources on what was declared to con- 
stitute “ structurally important targets ”’.126 


Thus, the size of enterprises in key branches is being 
enlarged, either through the creation of combinates or 
through a looser variant of vertical integration of enter- 
prises into “co-operative chains’ under leading final 
producers. This measure is more fundamental than 
might appear at first sight, as these newly formed con- 
glomerates are often taken out of the existing associations 
(VVBs) and subordinated directly to the Council of 
Ministers. Thus, the existing hierarchical management 
structures are bypassed and new, more direct, decision- 
making channels are set up. 


Such a reorganization amounts to a selective central- 
ization of management processes in the key branches, 
designed to be the dynamic spearheads of over-all 
economic growth; concurrently, it is intended to confer 
more flexibility to policy-makers’ decisions with regard 
to the selective development of these sectors, which are 
given priority treatment in the allocation of investment 
funds and highly qualified manpower. 

Such a concentration of planning activities in struc- 
turally important projects has led to a broadening of the 
functions and terms of reference of the central organs of 
government in respect of science and technology. In 
order to endow the policy-makers with sets of options 


124 See Richtlinie fiir das neue dkonomische System der Planung 
und Leitung der Volkswirtschaft, Berlin 1963. 
125 па decree of 5 July 1968. See GBL, Part II, No. 66. 


126 Although the nomenclature of structurally important projects 
has not been published, it seems possible, on the basis of accessible 
information, to classify them tentatively into three main groups: 

(i) Products, or technologies, required for the rationalization and 
automation of production processes, such as electronic data-process- 
ing equipment, automated and computer-controlled processing 
systems, integrated information and communication systems, 
scientific precision instruments, container transport equipment, etc. ; 

(ii) Products leading to cost-saving (and/or foreign exchange 
saving) substitution of materials in the processing industries, e.g. 
plastics, synthetic fibres, petrochemical products and light building 
materials; | 

(iii) Products conducive to improvements in modern processing 
technologies, such as surface-treated steel, aluminium profiles, 
technical glass products and semi-conductors, 
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in their elaboration of comprehensive development 
programmes, the preparation of detailed alternative 
proposals for branch developments is requested from the 
Ministry of Science and Technology. Moreover, because 
of the far-reaching implications of any specific decisions 
made at the highest level, the authorities are endeavouring 
to ensure that the measures decided upon are implemented 
within planned time-limits and material balances, so as 
to avoid disturbances in other sectors of the national 
economy. 


The main objective of this new system of planning in 
the key sectors is to provide for their rapid technological 
development, with emphasis on automated systems 
control, electronic data-processing and modern man- 
agement techniques. Official statements and declarations, 
made in 1969 by east German authorities, have therefore 
frequently stressed the need for the organization of large- 
scale research centres, directly linked with the combinates 
and responsible for project-oriented research and_ tech- 
nological innovation. 


Measures are being taken, accordingly, for the 
establishment in 1970 of 16 large-scale research centres 
within industrial combinates, under the direct authority 
of the Council of Ministers. These centres will be en- 
trusted with the whole gamut of research activities 
required for successful technological innovations, from 
inception to applied technology and final use of the 
new products in accordance with the principle of “‘ com- 
plex planning” which is emerging with regard to 
industrial research and development. 


The new concept of planning R and D as an integrated 
complex, so as to ensure rapid and efficient application 
of the best available technologies in production processes, 
has been increasingly accepted by the authorities in 
the countries of the region. It may, in fact, be said to 
constitute one of the guidelines of the economic reform 
programmes. 

In the Soviet Union the practice of integral planning 
of the over-all process of R and D, introduced in 1966 
(with the Five-year Plan for 1966-1970), grew out of the 
concern over the organizational separation of the network 
of research institutes from the economy. One of the 
steps taken to bridge this gap had been the placing of 
almost all research establishments in industry under 
direct control of ministries. All-Union ministries were 
set up for those branches (such as the engineering in- 
dustry) where centralized management on a country- 
wide scale was deemed necessary for rapid technological 
progress. Less science-intensive branches were placed 
under Union-Republican organs. Ministries thus acquired 
important functions in the complex planning of R and 
D in their branches, including the distribution of financial 
and material resources for research activities. The 
reorganization went further, however. It is significant 
that a number of research establishments, which hitherto 
had enjoyed an autonomous status under direct minis- 
terial control, were incorporated into some larger enter- 
prises (often at the outset better equipped for research 
and industrial testing purposes than the average special- 
ized R and D institution). A double objective was thus 
pursued: (a) to increase the efficiency of industrial 


research and development by a concentration of R and 
D potentials; and (b) to create favourable conditions for 
the introduction of innovations into industrial processes 
through the elimination of possible institutional and 
communications barriers. 


A similar approach was also taken by other countries 
of the region. Bulgaria, in particular, placed increasing 
emphasis on the necessities of centralization and concen- 
tration as a prerequisite for intensive growth.’ In the 
process of implementation of the new system of planning 
and management, the decision-making power of the 
ministries over the so-called economic “trusts” was 
reinforced; a similar and even more pronounced evolution 
characterized the decision-making power of the trusts 
with regard to the enterprises included in their system. 
In the field of R and D, it is intended to create powerful 
scientific organizations which should be able to conduct 
integral research processes, including the introduction 
of innovations into production. In a sense, this con- 
ception seems to be a reaction to the existing applied 
research set-up, in which topic-planning is to some 
extent in the province of scientific institutions. Although 
the central authorities’ attempt to achieve a measure of 
global control over the variety of selected topics led to 
the creation of co-ordinating centres and councils,!* it 
is now felt that these bodies could not muster sufficient 
influence to grapple effectively with the task of harmo- 
nizing the plans of individual scientific organizations 
within the guidelines of the State plan. 

A similar development 15 under way in Czechoslovakia. 
In the earlier years of the economic reform, with the 
attempt to achieve closer links between the research 
institutions and the enterprises, resources for R and D 
and qualified research manpower were often allotted to 
some of the smaller enterprises and plants, where the 
efforts were frequently linked too closely to the immediate 
and relatively narrow problems of the production unit. 
Now it is felt that a concentration of financial, material 
and human resources at the level of the associations 
could help in solving crucial research and development 
problems of the entire branch.!?8 


The National Office for Technological Development 
in Hungary is exerting its influence in organizing a 
concentration of research and development efforts 
through co-ordination of tasks rather than through 
amalgamating the institutes themselves. 


In Poland too it was felt that, in spite of the numerous 
important results achieved by the scientific and techno- 
logical centres, the past period was characterized, for 
example in heavy industry, by a squandering of research 
efforts on minor projects and current production prob- 


127 А very clear stand on this issue was taken, for example, by a 
Plenum of the Bulgarian Communist Party in September 1969. 

128 There are five co-ordinating centres: the State Committee for 
Science and Technical Progress (as supreme co-ordinating body), 
the Academy of Sciences (in the field of natural and social sciences), 
the Academy of Agricultural Sciences, the Ministry of Public 
Health and the Ministry of Construction and Architecture. These 
centres are assisted by about 80 co-ordinating councils which 
specialize in the various scientific disciplines. 

29 Rudé Ргаъо, 28 November 1969. 
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lems, at the expense of research of basic importance for 
the further development of industry and the moderni- 
‘zation of production. Particular attention was therefore 
attached to the concentration of resources on selected 
essential research topics. At the same time, however, 


efforts were made to expand further the R and D potential 
of the factories.1°° 


An important new feature of science policy has been 
the incorporation of technological forecasting in the 
planning criteria of R and D. In 1968, the Soviet Union 
introduced the elaboration of long-term scientific and 
technical forecasts touching the main problems of the 
national economy, as a prerequisite for industrial research 
and development planning." 


On the basis of these forecasts it was envisaged that 
long-term plans for enterprises and groups of products 
as well as future patterns of equipment would be worked 
out, taking into account new technological processes. 
They are intended to ensure at the outset a higher tech- 
nical level for the newly designed enterprises. The fore- 
casts are also supposed to provide guidelines for a long- 
term policy of investment funds and material resource 
allocation which would provide for a faster introduction 
and spreading of new technologies. The importance of 
this last point stems from the fact that in a given year the 
bulk of investment expenditure is related to the comple- 
tion of previously initiated projects, while only a small 
part is available for new projects. The forecasts should 
provide a basis for resource allocation designed to pro- 
mote technological shifts in production by increasing 
investment in new branches and/or products at the expense 
of investment in branches or products based on techno- 
logies nearing the critical obsolescence level.!* 


It is felt, however, that scientific and technological fore- 
casting still presents many unsolved problems. In partic- 
ular, these include the question of reliability of forecasts, 
in rapidly changing technological structures and environ- 
ments, as well as the development of systems of indicators 
through which a forecast for science and/or technology 
may be correlated with forecasts of economic devel- 
opment. 

In the Soviet Union, the practical study of long-term 
prospects for scientific and technological progress is 
organized by the State Committee for Science and Tech- 
nology in the case of forecasts for applied science and 
technology, and by the Academy of Sciences with regard 
to forecasts in the field of fundamental sciences. Past and 
current forecasting projects encompass such topics as the 
determination of basic trends in the comprehensive appli- 
cation of chemical processes to agriculture; studies of the 
optimum proportions in the production and consumption 
of petroleum and petrochemical products; evaluation of 
the development trends of multi-purpose electronic com- 


130 See Polish Economic Survey, No. 1, 1970, p. 16. 

131 п a Decree of the Central Committee of the CPSU and the 
Council of Ministers of the USSR, on the measures to increase the 
efficiency of the activity of scientific organizations and to ensure a 
more rapid implementation in the national economy of the achieve- 
ments of science and technology. (See Pravda, 23 October 1968.) 

182 See, e.g., Е. Ivanov, “ Economic Prevision of Technological 
Progress’, Voprosy ekonomiki, No. 3, 1969. 


puters; and improving the efficiency of atmospheric 
pollution control, е{с.133 


In eastern Germany, technological forecasting is carried 
out in sequence at four main levels. At the initial stage, 
the State Planning Commission gives a global evalua- 
tion of comprehensive macro-economic developments 
which provide the goal-setting policy-background of fore- 
casting. The next step consists of specific forecasts for 
“ structural complexes ” elaborated by a central Working 
Group at the Council of Ministers level; such forecasts 
serve the purpose of preparing decisions related, for 
instance, to automation, rationalization of processing 
techniques, introduction of electronic data-processing, etc. 
A third category of forecasts bears upon the prospective 
development of specific technologies, processes and prod- 
ucts; they are prepared by expert groups working under 

_the supervision of the National Research Council and the 
Ministry for Science and Technology. Finally, the indus- 
trial ministries, the VVBs, the enterprises and research 
institutes are responsible for the formulation of “‘ scien- 
tific-technical concepts’, which contain forecasts and 
calculations with regard to: (i) the national economic 
utility of the products concerned; (ii) marketing, foreign 
trade and intra-CMEA co-operation; (iii) cost and price 
aspects; and (iv) the definition of vertical economic rela- 
tions within the projected production lines. As may be 
seen, these scientific-technical concepts are really part of 
technological planning. 


On the basis of such forecasting activities, confronted 
in an iterative approximation process, the State Planning 
Commission is in a position to elaborate the “ concepts 
of structural policy ”, which define the main patterns of 
development of a medium-term plan period. The formu- 
lation of these concepts involves the singling out and 
selection of specific variants among the sets of alternatives 
offered by the forecasts and in particular determines the 
structurally important projects. They provide guidelines 
for decisions on the accelerated development of particular 
branches and commodity groups, the introduction of 
specified production and management techniques (such as 
integrated data-processing systems, operational research, 
automated machine-tool systems) and modifications in 
the organization of economic activity (e.g. the formation 
of combinates). 

In some other countries, such as Czechoslovakia, Hun- 
gary and Poland, scientific and technological programmes 
and concepts are also elaborated at the central level with 
the co-operation and help of advisory councils, including 
leading research scientists and production experts. In 
various ways, in an iterative selection process, some of 
these concepts are integrated into the framework of the 
medium-term plans of economic development. The prob- 
lem of harmonizing these concepts with the actual eco- 
nomic development plans has by no means been solved 
everywhere in a satisfactory way. By nature, the scientific 
and technological programmes and concepts are essen- 
tially long-term studies, while the current economic 


133See “Principles and methods of long-term planning and 
economic forecasting in the USSR ”’, monograph submitted by the 
USSR to the Seventh Meeting of Senior Economic Advisers to ECE 


Governments (17-22 November 1969). —- 
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development plans are all of a medium-term character. 
Problems and tasks embodied in the State plan for the 
development of science and technology range from the 
application of innovations resulting from past R and D 
efforts at home and abroad (through international co- 
operation and purchase of licences), via problems at 
present under investigation in research and development 
institutes, to the formulation of potential scientific research 
problems. The last group of problems belongs to the realm 
of technological forecasting proper, often with a time- 
horizon of ten years or more. The time-horizon of the 
second group is shorter, but the solution of the tasks and 
problems concerned will, as a rule, only have an impact 
on the economy in about 5-10 years time. 184 It is therefore 
the opinion of some officials of the Ministry for Tech- 
nology in Czechoslovakia that the existence of realistic 


134 Зее “Machinery for co-ordination of science planning, 
technical development and economic planning”’, Policies and 
Means of Promoting Technical Progress, New York 1968. 


135 Киае Prdvo, 19 November 1969. 


long-term development plans which have so far not been 
completed, but are under preparation in most other coun- 
tries of the area is a precondition for effectively integrat- 
ing technological forecasting into over-all economic and 
social development plans and programmes. | 


Clearly, the growing complexity of the forecasting and 
planning activities, which reflects the rapidly changing 
patterns and interrelationships of technologies, requires a 
constant refinement of the methods applied. In recent 
years, accordingly, intense efforts have been devoted in 
the countries of the area to the development of suitable 
economic-mathematical instruments and models. How- 
ever, with the new emphasis on qualitative and structural 
changes, it is becoming increasingly difficult to convert 
and aggregate the various development targets into quan- 
titative values that can be included in globally balanced 
plans. Moreover, it is felt that the reforms of the price 
systems have not entirely solved the problem of making 
economically precise assessments of alternative solutions, 
based, inter alia, on cost-benefit analysis. 


(ii) Economic policy measures for, and incentives to, the introduction of technological innovations 


Clearly, awareness has developed among policy-makers 
in all countries of the region that the crucial strategic 
point of impact of science policies lies with the basic 
economic agents. In other words, all the various systems 
of planning, managing, co-ordinating and promoting 
technological progress in the national economies must 
necessarily contain a common functional element: efficient 
instruments and channels for the transfer of selected, 
relatively optimized technologies from research institu- 
tions and laboratories to production processes. This 
statement is not, as might appear, a truism, but reflects 
the fact that such a transfer of technologies is by no means 
an automatic process. 


Measures aimed at increasing the capability and read- 
iness of enterprises to absorb cost-lowering and/or quality 
improving technological innovations, without detailed 
directives from the central authorities, therefore turned 
out to be a vital component of the conceptual framework 
of the economic reforms. They reflected the central ten- 
dency in the reforms of shifting from predominantly 
administrative and mandatory to more indirect and com- 
plex methods of planning and management, attempting 
to combine the advantages of a centrally planned, coherent 
science policy with those of economic initiative on the 
part of enterprises and their financial interest in technical 
progress. 


Prior to the economic reforms, technological progress 
in the various sectors of the economy resulted mainly 
from major projects (including the establishment of new 
enterprises) expressly incorporated in the economic plans 
and the plan targets. Indeed, with the emphasis on global 
output as a success indicator, the pre-reform systems of 
planning and management did not provide incentives at 
the enterprise level for the introduction of technological 


innovations.“@ The development of new products and 
processes, as a rule, brought no particular advantages to 
the enterprises; on the contary, it hindered the fulfilment 
of production plans by disrupting existing production 
patterns and thus entailed losses for the enterprise, result- 
ing in reduced bonuses and premia for the personnel and 
management because of deteriorated success indicators. 
As a result, therefore, enterprise managements did not 
promote the introduction of new products and processes, 
while accepting and striving for any extensions of the 
existing technological set-ups that would confer more 
importance and financial scope to their enterprise. The 
new systems represent an effort to remove barriers to 
technical progress at the enterprise level by means of price 
policies, the establishment of links between material incen- 
tives and economic results and a certain decentralization 
of the financing of research and development activity. 


Price reforms 


Price reforms may be considered as a prerequisite for 
delegation of decision-making authoritiy to enterprises, 
for the introduction of economic results as-a main indi- 
cator of enterprise performance and for the inducement 
of a more favourable attitude to technical progress at the 
enterprise level. 


By its wholesale price reform in 1967, the Soviet Union 
created a price structure reflecting more closely the rela- 
tionships between costs and productivity levels, and 


186 Although innovation premia for management had been intro- 
duced at the end of the 1950s they did not prove to have a sufficiently 
stimulative effect. 
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offering a more reliable system of reference for economic 
evaluations and comparisons of technological аНег- 
natives. *’ Moreover, in order to promote technical pro- 
gress, prices are no longer determined exclusively on the 
basis of average cost; account is taken of the quality and 
the technological level of the products. Official statements 
have been made to the effect that wholesale prices will be 
rendered more flexible, through the introduction of a 
sliding price scale. Running adjustments will systemati- 
cally reduce the prices of outdated products so as to 
discourage production and to push enterprises into new, 
financially more advantageous production [пез 138 Thus 
prices and producers’ profits are increased for some new, 
better products, while discounts on prices of technically 
obsolete items are granted. In some branches (such as the 
electrotechnical industry, where an experiment in the new 
system of planning and management is being carried out) 
all products have been classified into three categories 
according to their technological level and quality; on the 
basis of decisions made by the branch ministry and the 
State Committee for Standardization, the prices of indi- 
vidual products are then increased or cut accordingly. 


Price changes along similar lines have been introduced 
in Bulgaria, where enterprises may obtain, by author- 
ization of the Institute for Rationalization and Standard- 
ization, an increase in the prices of their products by as 
much as 15 per cent if the latter are considered to attain 
European standards of quality and up to 20 per cent if 
it is found that they satisfy international quality re- 
quirements. 


In Hungary, the introduction of a new price system 
was considered a key issue of the reform, with a view to 
ensuring a harmony of interests between individual 
enterprises and society as a whole. The new prices were 
intended, in particular, to serve as indicators of relative 
social inputs and the market relationships to be utilized 
by planning organs and decision-making bodies.1** 


Limited reforms of producer prices have also been 
implemented in Czechoslovakia which introduced prices 
with lower and upper limits for groups of commodities 
50 as to take into account, over and above the costs, the 
utility of the product as represented by its technical 
parameters. 


Eastern Germany started, in the 1969-1970 period, a 
gradual application of the new system of planned evo- 
lution and reduction of industrial prices, an important 
component of its economic reform policy. It also intro- 
duced, as a special stimulus to greater efficiency on the 
part of research organizations, variable prices paid for 
research work, containing a supplement dependent on 


137 See the Economic Survey of Europe in 1967, chapter П, pp. 67-68. 

138 See, e.g., V. Sitnin (Chairman of the USSR State Committee 
on Prices), “‘ Improvements in wholesale prices ”’, Ekonomicheskaya 
Gazeta, No. 47, 1968; and the National Conference on Prices, 
Ekonomicheskaya Gazeta, No. 7, 1969. 

139 See the paper presented by the Hungarian Government to the 
Fifth Meeting of Senior Economic Advisers to ECE Governments, 
under the title: “ Criteria of Industrial Development Projects and 
Investment Decisions in the Hungarian People’s Republic”’, in 
Policies and Means of Promoting Technical Progress, New \ ork 
1968, p. 116. 
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related to their ‘calculated economic 


New methods of financing R and D 


Concurrently with the price reforms, new principles 
of financing research activities were adopted by the 
countries of the region. Instead of global, fixed financing 
from the State budget, resources for research were, to 
a varying extent, allocated on the basis of contracts 
signed by industrial research organizations with enter- 
prises, their associations, combinates or ministries. 
Research institutions were placed on the system of 
autonomous economic accounting (khozraschct), im- 
plying balanced income and expenditures, planned 
profits and the constitution of various funds of the 
institutions. The purpose of this measure was to generate 
a direct financial interest in the results of research on the 
part both of the scientific institute engaged in it and of the 
receiving party to the contract to the extent that the 
work is financed from the resources of the latter. An 
increasing part of applied research and development 
activities was, moreover, conducted by research units 
within the enterprises themselves (especially the larger 
ones), and financed from the resources of the enterprises. 


The tendency is very clear-cut in eastern Germany, 
where the research institutions are in principle no longer 
to be financed entirely through the budget but will be paid 
for their work by those enterprises or VVBs which 
utilize the results of their research. The same applies, 
in part, to fundamental research institutes. 


In some countries (such as Bulgaria) fundamental 
research remained wholiy financed from the State 
budget, while ap;lied research and development was 
mainly financed by contracts. Romania entered a process 
of transition—from budget financing of research to rela- 
tive financial autonomy of the institutes, based on con- 
tracts with ministries, combinates and industrial centres, 
and possibly even with foreign research institutes. 


In Czechoslovakia, the institutes of the Academy of 
Sciences and some other centrally managed research 
institutions are still being financed from the State budget 
while all the other research institutions are working on 
a cost-accounting basis. Contracts concluded by the 
potential users of the research results (an enterprise, 
association or a Ministry) with the research institutions 
concerned have been widely introduced. While the 
advantages of this contract system are generally recog- 
nized by the managers of the research institutions, some 
complaints have also been voiced that the fact of being 
forced to finance the institute solely through the proceeds 
of its research contracts may lead to the neglect of long- 
range problems with a higher degree of risk. This is so 
when the institute is unable to persuade a partner to 


140 Special regulations concerning price-setting for new, improved 
or outdated products have also been elaborated for some branches, 
e.g. for the metal-using industries in 1968 and for the textile, clothing 
and leather-processing industries in 1969. These regulations permit 
the granting of special profit advantages to enterprises in a running- 
in period (which may stretch from 2 to 3 years). See Die Wirtschaft, 
No. 5, 1970, p. 14. 


76 Eastern Europe 
ee: Se aS 08s =. вже 


conclude a contract for such a project."! For that reason 
it is foreseen that central institutions, and particularly 
the Ministry of Technology, should finance this type of 
activity through subsidies and budgeted tasks incor- 
porated in the State plan of scientific research projects.” 


The same applied to the Soviet Union, which was 
developing khozraschot contractual relations between К 
and D establishments and industrial organizations, in an 
effort to step up the efficiency of research work, both at 
the giving and the receiving end. However, research on 
a contractual basis has not yet been practised on a large 
scale. The main reason would seem to be that contracts 
dealt mainly with minor projects, whereas all important 
projects in applied research, as well as the whole of 
fundamental research, were still, as a rule, carried out 
on the basis of plan targets, encompassing the bulk of 
technological innovation. Research establishments could, 
accordingly, carry out projects on a contractual basis only 
over and above their plan targets. Consequently, they 
were often not interested in conducting research ordered 
through contracts, their capacities being fully engaged 
in fulfilling the plan. Industrial enterprises with the 
necessary resources for В and D were therefore fre- 
quently unable to find construction and design organiza- 
tions prepared to enter into research contracts with them. 


In accordance with a Decree of October 1968 on the 
measures to increase the efficiency of scientific organ- 
izations (quoted above), a new system of planning and 
stimulation is to be gradually introduced into scientific 
organizations. The system was introduced in January 
1969, on an experimental basis, into the research organi- 
zations depending on the Ministry of electro-technical 
industry (which as a whole is gradually being put on a 
khozraschot basis). The volume of planned research is 
determined by the structure and volume of planned 
output of the branch. Research activities are financed 
from a Fund for Development of Science and Technology, 
set up with the Ministry and financed by deductions 
from profits realized by the branch (in particular as a 
result of technological progress). The new system seems 
to be half-way between budget financing and direct 
contracts with industrial organizations. 


Hungary introduced new forms of contracts between 
industrial research institutes and enterprises, or the 
National Committee for Technical Development, chan- 
nelling applied research into projects that are considered 
important and financially interesting by the ordering 
parties. In these contracts the price set for the research 
project is either fixed or is a percentage of the likely 
return from its application, arrived at by a bargaining 
process between the contracting partners. This procedure 
constitutes an interesting illustration of a tendency, felt 
with varying degrees of intensity in most countries of the 
region, to give an increasing measure of autonomy to 
enterprises’ management, as an expression of the spirit 
of economic reforms. 


A particular way of increasing the enterprises’ active 
participation in and concern with technological progress 


141 Rudé Prdvo, 28 November 1969. 
142 Р/апоуапе Hospoddfstvi, No. 8, рр. 34-35. 


was the creation of their own special R and D funds. In 
eastern Germany, the enterprises build up “funds for 
science and technology” from earned profits and, in 
principle, may plan the utilization of these means at 
their own initiative. The size of these funds is, however, . 
made dependent on the national economic importance 
attributed to the output of the respective enterprises, and 
determined by rates which may vary from one plan 
period to the next. It is noteworthy that, beginning with 
1971, research expenditures will be included as costs in 
the calculation of product prices. 


There are additional means for concentrating research 
capacities on “ structurally important projects’. Thus, 
the VVBs are entitled to concentrate enterprise funds 
for this purpose, and State budget resources may be 
allocated to particularly important projects by the 
Ministry for Science and Technology. 


Similarly, with enterprises in the Soviet Union, 
“ production development funds ”” were set up, financed 
from a part of depreciation allowances, deductions from 
profits and receipts from sales of unused and superfluous 
equipment. These funds totalled 2,288 million roubles 
in 1968, 73 per cent of which was effectively utilized by 
the enterprises (it was planned that these funds would 
reach 2.5 billion roubles in 1969 and 3.5 billion in 
1970). 


According to official statements, the resources of the 
production development funds are intended to be utilized 
so as to ensure the simple replacement of the enterprises’ 
fixed assets at a new technical level, i.e. by modernization 
of equipment, as a rule without expansion of capacity. 
They may, however, be utilized for automation. The 
enterprises are thus able to introduce new technological 
processes without having to go through the long pro- 
cedures of centralized financing. Criticisms have been 
voiced, however, that these funds amount typically to 
2-4 per cent of the value of fixed assets, and that their 
size is inadequate to cope with the functions that have 
been assigned to them. Enterprises, therefore, tend to 
utilize them mainly for small investments, such as the 
elimination of minor bottlenecks or for small accretions 
of existing equipment. It is thought, however, that the 
sources of these funds will be further enlarged (espe- 
cially in big factories) in order to increase the possibilities 
of their contribution to radical technological improve- 
ments, effected at the initiative and with the resources of 
the enterprises themselves. 


In Czechoslovakia, current outlays for research and 
development in industry are financed as costs in the enter- 
prise balance. Only investment outlays for research and 
development are covered through special investment 
funds to which allocations are made from profits and 
depreciation charges. The current outlays for industrial 
research and development are either covered through 
commitments arising out of contracts concluded with a 
financially independent research institute or through 
direct financing of the outlays of the research and devel- 
opment unit, incorporated within the enterprise or its 
association. 


143 See Die Wirtschaft, No. 28, 1968, р. 5. 


To cite another interesting example, in Bulgaria, too, 
funds were created at the enterprise and “trust” level. 
A = new output fund” was constituted with all enter- 
prises, financed by an addition to planned production 
costs according to mandatory long-term normatives, 
thus realizing the principle of cost-included research 


outlays projected to be applied in 1971 in eastern 
Germany. 


The new output fund is destined more particularly to 
finance research in new or existing products and tech- 
nologies, for testing-design work, for the construction 
and purchase of experimental laboratory equipment, for 
the purchase of licences and technological documentation, 
as well as for the paying of premia to workers and spe- 


cialists for the effective implementation of results of 


research. 


A “fund for development and technical perfection ” 
was also constituted out of depreciation allowances, 
profit deductions, a part of circulating assets, proceeds 
from sales of obsolete or unutilized fixed assets and 
other sources. Its utilization has a rather wider scope 
than the corresponding fund with Soviet enterprises. 
Thus, it even covers such expenditures as outlays for 
circulating assets, labour protection and insurance. It 
is significant, however, that it is intended to be used, 
inter alia, to finance expenditures for scientific research 


and testing-design activities, as well as for the training of 


qualified personnel needed by the enterprise. 


Parts of these enterprise funds are concentrated at the 
“trust ’’ level as well as with the State Committee for 
Science and Technical Progress. 


Scientific and technological co-operation 


In recent years the forms of scientific and technological 
co-operation among CMEA countries have evolved in a 
number of ways in response to faster technical progress 
and the increased importance attached to economic ac- 
counting and incentives by the economic reforms.'** The 
latter measures, by increasing cost-consciousness among 
R and D organizations, have stimulated the quest for 
forms of international co-operation which reduce dupli- 
cation of efforts and provide for financial compensation 
of R and D outlays. It was increasingly felt, moreover, 
that the individual member countries were not in a 
position to solve scientific and technological problems 
of a growing complexity with their own limited resources. 
Problems and prospects in the field of scientific and 


144 See Survev of CMEA activities in 1968, Moscow 1969, pp. 30-43. 


Technical progress ТИ) 


technological co-operation among member countries 
were therefore in the forefront of attention at the Twenty- 
third Session of the CMEA in 1969. This was all the 
more significant in the light of the session’s decision to 
achieve a continuous co-ordination of plans of the mem- 
ber countries so as to ensure a comprehensive and 
coherent solution of common problems in the fields of 
R and D, production and investments. 


Furthermore, in accordance with principles endorsed 
in the economic reforms, a novel approach was formu- 
lated by the Thirtieth Session of the CMEA Executive 
Committee to conditions regulating the exchange of 
technical documentation among member countries. 
Modifying to a certain extent the principle of free ex- 
change of technical documentation among member 
countries (except for the compensation of expenses sus- 
tained in respect of the preparation of such documenta- 
tion), adopted at the Second session of the CMEA in 
1949, the Executive Committee recommended that the 
possibility be given to the parties in the exchange to 
agree for the beneficiary to assume a part of R and D 
costs incurred by the country having conducted the 
research activities. The latter was much discussed in 
the CMEA countries and the opinion seemed to prevail 
that such a sharing of R and D expenses should in no 
case include an equivalent of royalties. The new principle 
was endorsed, mainly on the grounds that exchanges of 
technical documentation could lead to export losses for 
the supplying country where the receiving country used 
the technical documentation for developing import- 
substituting products, or entered third markets as a 
competitor. It was felt, besides, that such new arrange- 
ments, based on mutual self-interest, could only benefit 
the receiving country, since the lack of incentive inherent 
in the principle of free transfer of technology had often 
resulted in a tendency to transmit documentation in 
respect of fairly well run-in and even out-of-date techno- 
logical processes.'*° 


In recent years contractual agreements on the reciprocal 
transfer of technology, stipulating the share of the cost of 
joint projects to be borne by each partner, and providing 
for modes of payment, conditions of utilization of the 
results obtained and modalities for a transfer of results to 
third countries, seem to have become quite common 
practice among CMEA members. As a result of decisions 
taken at the Twenty-third Session of the CMEA, a further 
extension of this type of contract may be expected. In 
particular, new forms of multilateral contracts might be 
elaborated. 


145 See, e.g. Voprosy ekonomiki, No. 5, 1969, pp. 57-68. 


(iii) The R and D effort 


Turning to the input side of В and D, it must be 
stated that the countries of the region give convincing 
proof of their intense preoccupation with the development 
of science and technology. Though the figures are not 
entirely comparable, they show that outlays for R and D 
in the countries of the region are high with regard to 
their national income and, as a rule, have grown rapidly. 


Expressed as a percentage of national income, expen- 
ditures for science and technology range from 1.0 to 3.6 
per cent (see table below), and have increased notably 
faster than national incomes. It should be pointed out, 
however, that the percentages have been calculated with 
respect to net material product; the figures would be 
lower (say by approximately 20 to 30 per cent) if expressed 
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Outlays оп В and D as percentage of national income 


1960 1965 1968 1969 

Врата . ace a ile she 1.4 я 
Czechoslovakia . . 2.4 8.3 9.3 3.4 
Eastern Germany . 1.85 г 3.0 3.5 
Нора: 7 DAS 2.4 
Ро. 1.3 4 1.4 2.2 ae 
ROW ala eee a a: : 1.0¢4 
Soviet Union? .... 2.7 3.3 3.6 

а 1961. 

6 Estimate. 

с 1970 plan. 


d Outlays for research only, development excluded. 


as percentages of gross domestic product at market 
prices, as is usually done for western countries.1*® On 
the other hand, figures for the Soviet Union and 
Romania refer to outlays on research only, without 
development expenditures. 

It is significant that, in some of the countries for which 
the data are available, a notable part of R and D outlays 
was financed from decentralized funds. Thus in the 
Soviet Union the share of outlays for science and tech- 


146 There are also differences in the statistical definitions of R and 
D outlays in the east and west European countries. Work is being 
undertaken under the auspices of UNESCO and the Conference of 
European Statisticians to achieve international comparability. 


nology (development costs excluded) financed from the 
State budget declined from 71 per cent in 1964 to 64 per 
cent in 1969, the share of decentralized funds (including 
ministries) increasing from 29 to 36 per cent. In Bulgaria, 
the corresponding shares for 1967 were 34 per cent for 
enterprises, 31 per cent for special funds, 29.5 per cent 
for the State budget and 5.5 per cent out of the resources 
of the scientific institutions themselves. Thus about 40 
per cent of expenditures for R and D was financed out of 
decentralized sources. In Poland, the share of R and D 
outlays financed out of the central budget decreased from 
34 per cent in 1965 to roughly 30 per cent in 1968, the 
share financed by the fund for technological-economic 
development, formed from enterprise funds, rising ac- 
cordingly from 66 to 70 per cent. In Czechoslovakia, 
31 per cent of R and D outlays in 1968 were spent in 
budgetary research organizations, the rest being spent 
in research institutes working on a cost-accounting basis. 
However, as the State also finances part of the outlays 
in the latter category of institutes, some 60 per cent of 
total research and development outlays is financed from 
central funds.!*”7 In Hungary, 32 per cent of total research 
and development expenditures was financed from the 
State budget. These figures are not strictly comparable 
but they tend to indicate the results achieved in securing 
the participation of organizations at intermediary and 
lower levels of decision-making in R and D activities. 


147 Plénované hospoddfstvi, No. 8, pp. 34-35. 
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APPENDIX TABLE I 


Output of selected industrial products in eastern Europe and the Soviet Union, 
1966 to 1969 and 1970 Plan 


Se ee 


Product and country 1966 1967 1968 ee 1970 
Plan Actual Plan 
Electric power 
(million k Wh) 
Bulgaria . 11.8 13.6 15.3 17.2 19.0 
Czechoslovakia 36.5 38.6 41.4 42.0 
Eastern Germany 56.9 59 63.2 65.1 
Hungary . 11.9 12.5 13.2 БВ 14.1 set 
Poland . 47.4 Silos! 55.5 60.1 60.1 65.0 
Romania . 20.8 24.8 27.8 31.0 SILLS) 34.8 
Soviet Union . 544.6 587.7 638.7 687 689 740 
Total. 729.9 788.2 855.3 919 
Coal 9 (million tons) 
Bulgaria . . 9: 26.5 28.8 28.7 2 
Czechoslovakia . . 100.8 97.6 100.4 105 
Eastern Germany . 249.0 242.0 247.1 255,2 
Hungary . 30.3 27.0 27.2 с 26.5 a 
Poland . 146.5 147.8 155.9 161.0 165.9 171.4 
Romania . 153.5) 15.0 17.0 19.6 19.2 2822 
Soviet Union . 585.6 595.2 594.0 595.3 608 618 
Total. . 1522 1 153.4 #1703 1211 
Petroleum (mill.on tons) 
Bulgaria . ys 0.40 0.50 0.48 0.68 
Czechoslovakia . 0.19 0.20 0.21 
Eastern Germany . —- — — a me = 
Hungary . ПИ 1.69 1.81 ae 1:75 ac 
Poland . 0.40 0.45 0.48 0.55 0.44 0.50 
Romania . 12.83 13.21 13.30 13.20 1:25 13.30 
Soviet Union . 265.1 288.1 309.2 326.5 328 350 
Total. 280.6 304.2 325.5 344 
Natural gas (billion m3) 
Bulgaria . р — — — — — — 
Czechoslovakia . — — — == = = 
Eastern Germany — — — — — — 
Hungary . 1.55 2.04 2.68 28 3.24 ce 
Poland . 1.38 55 2.56 3.70 3.92 5.10 
Romania . 14.08 16.0 ДР 18.05 19.1 18.8 
Soviet Union . 144.7 159.2 170.8 185.8 183 195.8 
Total. 161.7 178.8 193.2 209 
Pig-iron (million tons) 
Bulgaria . ; 0.90 1.03 1.11 1.20 1.13 
Czechoslovakia . 6.27 6.82 6.92 7.01 
Eastern Germany 2.45 253 29 2.08 
Hungary . 1.63 1.66 1.64 1.75 
Poland . 5.86 6.58 6.84 а ; 
Romania . 2.20 2.46 299 i 3.48 4.20 
Soviet Union . 70.3 74.8 78.80 83.4 81.6 
Total. 89.6 95.9 100.6 
Crude steel (million tons) 
Bulgaria : 0.70 0.25 1.46 1.65 152 
Czechoslovakia . 9.13 10.00 10.55 10.80 
Eastern Germany 4.08 4.24 4.70 4.82 
Hungary . 2.65 2.74 2.90 3.03 : 
Poland . 9.85 10.45 11.00 11.20 02 11.50 
Romania . 3.67 4.08 4.75 5.49 5.54 6.5 
Soviet Union . 96.9 102.2 106.5 112.6 110 115.0 
Total. 127.0 134.9 142.0 147 
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APPENDIX TABLE I (continued) 


Output of selected industrial products in eastern Europe and the Soviet Union, 
1966 to 1969 and 1970 Plan 


1969 1970 
Product and country 1966 1967 1968 pia а Plan 
Rolled steel (million tons) 
TWIN 5 56 5 a 5 0.48 0.61 1.03 0:25 1.21 
Czechoslovakia ... 6.52 ИИ 7.53 a 7.505 
Eastern Сегтапу <. . рый 71-53) 3.16 $3 4.06 
Un gary об ооо оао 1.74 1.78 1.98 x 2.02 ne 
Roland Cae 6.58 6.95 7.33 7.60 7.66 7.90 
ЕЕ дорос 2.59 ES) 3.39 ne 3.82 4.54 
Soviet Unionwa =e 76.7 81.7 85.3 89.5 87.5 Ae 
Total oes See 9.2 103.7 109.7 me 113.8 
Mineral fertilizers © 
(thousand tons) 
Е дос оо 369 354 411 ne he 
Czechoslovakia . . . 502 519 526 at 588 
Eastern Germany . . 598 641 697 we 755 
ИЯ 5 a 2 o o 4 298 338 401 is AP sc 
Rolaric ae eee 826 975 192338 1 574 1472 1177 
ROMINA, ¢ 2 6 a 6 o 419 57 603 859 720 947 
Soviet Union. . . . 8400 9 400 10 200 11 087 10 800 ¥ 
WOR SG Ве woe 11 422 12 764 14 071 Ns fe 
Sulphuric acid (thousand tons) 
IRA, оо oo 6 ¢ 353 360 472 a 498 
Czechoslovakia . . . 982 1012 977 af Si 
Eastern Germany . . 795 806 1078 es 1 104 
(BWI с ооо еб 393 424 446 wre 454 aT 
ЕО о acer 5 ЕО 213 1314 1 640 1516 2 080 
IROWMENNVE, 6 5 o a a o 619 679 Vis о 838 a 
Soviet Union... . 9367 9 737 10 159 ee 10 664 
Wow, os oo oo 190 14 231 15 219 = 
Caustic soda (thousand tons) 
ЕЕ a ene 38.7 42.1 43.0 Se 51.0 
Czechoslovakia . . . 176 178 179 58 ae 
Eastern Germany . . 381.1 389 405 ee 394 
un gaty ence 5222 55.5 923 7 55 
Poland ea 247 276 307 ae 324 
Вошаша 5 5 5 6 5 6 Dae 260 276 
Soviet поп... 1 393 1 524 1 658 1 813 
UCI, соо ASO 2725 2920 
Plastic and resins 
(thousand tons) 
Bulganiayee ee 40 44 59 с 74 
Czechoslovakia ... 152.0 186 197 
Eastern Germany . . 249.6 278.2 ys ie Se 
В 2 5 р оо 33.3 36.4 43.3 a 39.5 a 
Obie). 5 a5 6 6 eo 132 161 199 242.1 240 278.2 
Romania le 94.7 108 129.7 169.3 137 2253 
Soviet Union... - 971 1114 1 291 1 480 1 452 1 859 
По оовеео 10998 1 928 
Synthetic and artificial fibres 
(thousand tons) 
Вана о. — — га —- 
Czechoslovakia . . . 83.0 88.5 88.5 
Eastern Germany . . 180.4 188.1 ie 
Eun gary ee ee 7.4 8.6 9.4 we 9.6 be 
Rolaric! eee 106.5 116.3 124.0 130.4 130.5 139.3 
ROMantas. eee 34.2 47.3 93.5 60.2 56.4 71.8 
Soviet Union... . 458 Sit 554 5 583 694 


Total sees. 870 960 
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APPENDIX TABLE I (continued) 


Output of selected industrial products in eastern Europe and the Soviet Union, 
1966 to 1969 and 1970 Plan 


Product and country 1966 1967 1968 1262 1970 
Plan Actual Plan 
Cement (million tons) 
Bulgaria . ne 2.9 3.4 55) ЭЙ 
Czechoslovakia . . 6.1 6.5 6.5 : 
Eastern Germany 6.5 7.2 7.6 7.4 
Hungary . 2.6 22 2.8 с 2.6 : 
Poland . 10.0 11.1 11.6 11.96 11.8 12.50 
Romania . = 5.9 6.3 7.0 7.8 WS 8.2 
Soviet Union... 80.0 84.8 87.5 92.0 89.9 94.3 
Total. 114.0 122.0 126.5 
Paper (thousand tons) 
Bulgaria . Е 133 151 187 
Czechoslovakia . 544 584 596 a 
Eastern Germany 640 671 689 702 
Hungary . 192 239 258 =e 251 Se 
Poland. . 657 672 681 719 702 766 
Romania . 287 336 380 425.5 398 437 
Soviet Union . 3 780 3 990 3 955 4 136 4 000 4 132 
Total. 6 233 6 643 6 746 
Metal-cutting machines: tools 
(thousands) 
Bulgaria . : Ra we 
Czechoslovakia . 27.6 29.7 
Eastern Germany о we за 
Hungary . 9.8 10.0 10.9 nie 
Poland . 32.6 3723 29.0 и an 33.6 
Romania . 8.5 9.7 11.7 13.1 13.6 
Soviet Union . 192 198 200.8 206 
Total. 
Tractors (two-axle) 
(thousands) 
Bulgaria . ; Sul Я 4.6 9.5 
Czechoslovakia . 28.2 28.7 24.4 18.6 
Eastern Germany 12.2 т 14.2 ; 
Hungary . B73 3.6 2.8 Me И 3 
Poland . 24.6 29.8 34.9 44.3 44,2 46.3 
Romania . 18.5 17.6 21.2 25.0 24.9 30.3 
Soviet Union . 382 405 423 449 442 456 
Total 472 499 525 
Electric and diesel locomotives ! 
(units) 
Bulgaria 4 — — == — —= — 
Czechoslovakia . 615 709 637 
Eastern Germany 500 547 594 
Hungary . 14] 138 N15) si ре 
Poland . 450 553 388 ke 438 421 
Romania . 125 133 167 228 214 255 
Soviet Union . 229 1 885 1 805 
Total. 3 960 3 765 3 726 
Railway freight wagons (thousands) 
Bulgaria 1.93 1.79 Iles 
Czechoslovakia . 4.44 4.19 4.32 ‘ 
Eastern Germany 3.69 4.22 5.50 4.19 
Hungary . 0.56 0.39 0.45 0.27 5 
Poland. . 16.6 12.70 12.60 14.02 15.42 
Romania . 7.61 7.02 S27 8.92 
Soviet Union . 40.1 43.8 18.1 50.2 
Total. 74.9 74.1 80.8 
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APPENDIX TABLE I (continued) 


Output of selected industrial products in eastern Europe and the Soviet Union, 
1966 to 1969 and 1970 Plan 


Product and country 1966 1967 1968 ci een Не 
Motor-lorries (thousands) 
Врата G o 4 0 8 — == = = = wy 
Czechoslovakia . . . 18.0 19.9 22.6 23.6 
Eastern Germany . . 20.2 PANE) 23.6 25.3 
ИА ооо сое 4.9 4.8 4.8 5х: aa Bt 
Poland а о вв 29.5 822 35.1 40.2 40.7 36.8 
Romania/ Ans 18.5 20.6 25.5 30.5 28.3 36 
Soviet О о оо 407.6 437.4 478.1 503.0 504.5 927.3 
То 498.7 536.8 589.7 
Passenger motor-cars 
(thousands) 
[UIA оо ооо — = = = ai as 
Czechoslovakia . . 92.7 ПО 1725351) 132.4 
Eastern Germany . . 106.5 TES 114.6 120.9 - 
1 УИ 5 ооо оз a — —= = == — 
Poland ao) пи 29.2 РТ 40.4 50.2 67.5 
Romania. . gen, — — 7.8 12 19.1 16.0 
Soviet Union . 230.3 251.4 280.3 307 293.6 348 
‘otal вес 458.7 502.3 568.8 621.3 
Television sets (thousands) 
Е, 5 6 6 ne 6 90 130 153 
Czechoslovakia . 228 256 350 Ae 
Eastern Germany 562 475 400 356 
Hungary . iy Bosh 298 316 339 iz 345 x 
Roland aan: 412 495 560 570 600 580 
Romania. . . 105 142 161 220 221 290 
Soviet Union . . 4415 4955 5 742 6 584 6 600 7 458 
ОЕ оо 6 110 6 769 7 705 и 
Radio sets (thousands) 
Bulgarians 184 149 139 
Czechoslovakia . . 247 222 352 > 
Eastern Germany . 901 932 815 750 
Hungary . . 250 247 253 a 234 am 
Roland mae 623 612 787 875 891 960 
Воташа. ... 325 367 388 425 428 455 
Soviet Union . 5 842 6 416 6 981 7 300 
Total. 8 372 8 945 9715 
Domestic refrigerators 
(thousands) 
Bulgaria . 4 47 60 91 119 
Czechoslovakia . 279 279 301 
Eastern Germany . 360 403 377 к 
Hungary . i13 119 154 14 
Poland . 334 341 388 7. 404 = 
Romania . : 140 153 148 159 147 160 
Soviet Union . . 2 205 2 697 355 3 744 3 700 
Total. . 3 478 4 052 4 614 
Domestic washing machines 
(thousands) 
Bulgaria . : 125 162 184 
Czechoslovakia . 230 222 ЯР 
Eastern Germany 314 324 327 к 
Hungary . 179 108 167 158 
Poland. . . . 396 433 470 83 
Romania . 101 127 163 oe 
Soviet Union . 3 869 4 324 4 700 5 200 
Total. 5 214 5772 6 232 
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APPENDIX TABLE I (continued) 


Output of selected industrial products in eastern Europe and the Soviet Union, 
1966 to 1969 and 1970 Plan 


ЕЕ ee 


1969 


Product and country 1966 1967 1968 1970 
Plan Actual Plan 
Bicycles (thousands) 
Balearic een re 18 22 25 
Czechoslovakia . . . 398 410 419 
Eastern Germany . . 452 450 374 x oe 
САИ oo GQ fy A 255 265 266 ae 283 
Poland. ae 758 730 728 
Бома ise oe 169 154 199 5% se 
Soviet Union... . 4048 4199 4 303 в 4 400 
О рос 008 6 230 6 305 
Cotton fabrics 
(million square metres) 
Bwindi. 2 hos, A 299 306 319 a a 
Czechoslovakia’. . . 494 492 481 т 472 
Eastern Germany . . 244 247 250 és Ae 
Уса и 334 340 330 “ В Е 
Poland! sa eee 845 824 835 824 846 879 
Кама aoe 339 357 377 ыы а 
Soviel. Union | 2-2. 5701 5 915 6 116 6 372 6 210 
Total. 
Woollen fabrics 
(million square metres) 
Bulgaria’. ..... 2, 22.4 B33 
Czechoslovakia’. . . 45.2 46.4 46.1 
Eastern Germany . . 38.8 38.1 34.9 a a 
ау. 387 41.0 39.6 oe 34.6 Se 
Poland? ...... 91.5 90.1 94.5 oe 98.9 99.0 
Romania т... 44 50 52 oe Ae 
Soviet Union... . 509 547 585 623 617 
Total. 
Leather footwear 
(million pairs) 
а eo ok: 12.0 13.9 15.7 a 18.3 
Czechoslovakia . . . es 52.4 51.0 ес 52.0 
Eastern Germany . . 29.4 30.2 30.2 Be 29.8 
Е Зее о 27.0 30.5 32.8 ae 32.8 Ae 
Poinde. а ee 525 57.6 63.2 66.6 68.4 70.2 
Вона: ге 32.0 34.0 37.4 и oe a 
Soviet Union... . 522 561 598 639 635 675 
Totaly see ce Giace~s 726 780 Ne aw у or 
Meat (thousand tons) ™ 
Bulgaria fn: ses 224 249 267 oe Si 
Czechoslovakia .. . 543 574 615 a 589 
Eastern Germany . . 907 949 1 010 as 1 043 
Elurigary: «oe a 265 270 330 ый 312 ag 
Ровно. 286 [312 1 296 0325 1 362 1317 
Romamad . ое. 345 399 429 483 417 a 
Sovict Union... . 3774 6 463 6 601 Ber 6 400 7 000 
Fotale Soy. Sas 9344. 10 216 10 548 г. rae af 
Butter (thousand tons) ™ 
Ва Е e 11.6 13.4 15.1 5x be 
Czechoslovakia . . . 84.2 §2.2 86.9 $2 87.0 
Eastern Germany . . 205.6 209.4 219.8 aft = 
Hungary сен 19.3 23.3 21.4 г Dies a 
Ва О ОИС 118 119.1 123.8 132 117.7 121 
Romania бое 28.2 30.1 28.6 30.8 aig 
Soviet Union. ... 1042 1 060 1 044 
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APPENDIX TABLE I (concluded) 


Output of selected industrial products in eastern Europe and the Soviet Union, 
1966 to 1969 and 1970 Plan 


ода ид ое ре Ее ВЕС 


1969 1970 
Product and country 1966 1967 1968 Е Plan 
Sugar (thousand tons) 
ВЕ ооопбос 354 397 288 bd 316 
Czechoslovakia . . . 984 956 911 a0 
Eastern Germany . . 618 627 555 Ay 
оо 5 ао соб 436 432 388 is 417 ns 
Mobil 6 5 6 a c 5 SEO) 1 677 1665 1 702 148565 1 580 
INOnMa nia eee 442 445 384 495 428 520 
Soviet июл... . 9740 9 939 10 767 10 300 
Mo, ооо 14 104 14 473 14 968 
Vegetable oil (thousand tons) 
ТИ oa 104.4 102.7 119.8 
Czechoslovakia ” 114.3 117.8 128.3 
Eastern Germany ? 199.2 190.8 188.8 
ОА 5 сое 42.4 51 46.1 be oe д 
ее дао вов 173 176 180 195 189 196 
Комар. 206 256 268 290 291 283 
Soviet Union 2 600 3 000 3 145 3 000 
О ра 3 439 3 895 4 076 
Fish catch (thousand tons) 
OEE) 6 5 ово 23.6 39.3 54.8 
Czechoslovakia ine ae ard 
Eastern Germany ?. 156 218 27 
Hungary . . Sete ae a ne re ae 
Ее! ор 6 « 0 ob 316 321 386 384-395 397.2 
Romania . é A, He at и 
Soviet Union . . 6 000 6 500 6 784 7 303 
Total. . 


Sources: National statistics, plans and plan-fulfil- 
ment reports, and direct communications from Govern- 
ments. 


@ Hard coal, brown coal and lignite. 

Ь Partly estimated. 

с Hot rolled steel. 

d Excluding steel tubes. 

е All mineral fertilizers, in terms of pure content. 
f 96 per cent. 

8 92 per cent. 


h Of which: synthetic fibres 33.8 thousand tons in 
1967, 41.7 thousand tons in 1968 and 46.9 thousand 
tons in 1969. 


i Excluding narrow gauge. 

J Including buses. 

k Bicycles and motor-cycles. 

! Million metres. 

т Industrial production only. 

n Edible oil only. 

о Margarine. 

P For human consumption only. 
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Output of selected industrial products in Ukrainian and Byelorussian SSRs, 


APPENDIX TABLE II 


1967 to 1969 and 1970 Plan 


ee eee 
Ukrainian SSR 


1967 1968 1969 1970 1967 1968 
Plan 

Electric power (billion ou acts Lae Е 116.2 128 137.8 10.9 122 
Coal (million tons) . . oo fo 1990 200.4 204 206.4 — — 
Petroleum (million 1015). ....... 11.0 ПР 13.4 13.6 0.8 Slo 
Natural gas (billion mm’) . . . 2... 47.4 50.9 554 58.8 — — 
Pig-iron (million tons)... ...... 36.7 38.6 39.3 41.2 — — 
Crude steel (million 1015). ....... 42.8 44.2 45.9 46.4 0.2 0.2 
Rolled steel (million tons Nee SMe 34.5 35.6 36.8 36.8 0.06 0.06 
Mineral fertilizers, in terms of pure Content 

(million tons). . . ee О 2.0 2:1 2.5 1.5 
Sulphuric acid ( Pope: are) J ES a LOIS 1 910 1 963 2277 БЫ 272 
Caustic soda (thousand tons) . . . 163.3 201.1 230 — — 
Synthetic and artificial fibres ( аа tons у 55.0 58.7 62.4 66 36.7 46.2 
@ement(nullion tons). eee 14.9 157 16.9 16.5 1.9 1.9 
Paper (thousand tons) . : : 173.1 181.8 187 96.2 97.7 
Metal-cutting machines: foals (thousands Dia 28.8 291 25.5 26.6 
Tractors (thousands) . . 133.2 138.7 142 148 78.3 ПЕР 
Electric and diesel Oo NETS Gui 1 439 1 420 1 374 — — 
Railway freight wagons (thousands) . . . 19.8 22.6 24.3 26.4 — — 
Motor-lorries (thousands) ....... 23:3 25.3 27.4 26.1 28.0 
Passenger motor-cars (thousands) .... 64.8 77.8 78.8 — — 
Television sets (thousands) ....... 917.7 1274.6 1731 2129 353.7 425 
Radio sets (thousands) . et Nae 76:9 676.8 633 700.7 476 567 
Domestic refrigerators ( pind ‘i 10077 428.5 456 108.2 123 
Domestic washing machines (thousands) . 391.3 439.7 512 
Bicycles (thousands)... =. ...... 887.1 941.4 961 474.2 492 
Cotton fabrics (million т?)....... 218.1 225.3 234 58.1 
Woollen fabrics (million т?) ...... 36.9 44.2 59.4 ВТ 
Leather footwear (million pairs) .... т 121.6 134 145 32.5 34.0 
Meat (thousand tons) ......... 1371.9 1 411.7 1.4¢ [Sie ЗИ: 331 
Butter (thousand tons). ........ 252.2 249.1 57.5 62.2 
Sugar (Ийризаля 10ns) peas.) 5814 6 360 6.4 а 5.14| 146.3 145 
Vegetable ой (thousand tons)... ... 1013.6 1 006.1 938 1 076 22.1 23.4 
Fish catch (thousand 1015) ....... 633.9 648.5 7.6 8.6 
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СНАРТЕВ 2 


RECENT ECONOMIC DEVELOPMENTS IN WESTERN EUROPE 


1. 


Contrary to most expectations, 1969 was a year of 
exceptionally fast growth of output, demand and foreign 
trade in most west European countries. In the industrial 
countries, taken together, total gross domestic product 
rose in volume by about 6 per cent, compared with 
5 per cent in 1968; ' the long-term growth rate may be put 
at about 4 per cent (the trend for the whole period 1953 
to 1967). Total industrial production—perhaps a rather 
firmer figure at this stage—trose by about 9 per cent in 1969 
(7 per cent in 1968); the long-term rate was just under 
6 per cent. These rates of expansion put 1969 among the 
four boom years of the post-war period: 


Industrial western Europe 


(Percentage increases in industrial production) 


Ist cycle 2nd cycle 3rd cycle 4th cycle 
Recession 19521 1938151967. 1.3 
Весоуегу ОБ 5 1959: 6.4 1968: 7.5 
] 1954: 8.7 Г р 
Peak 95:9 | 1955: 9.6 1960: 9.5 1969: 9.0 
Slow-down 19525 1 1956: 5.2 1961: 5.2 


Fluctuations in growth of gross domestic product were 
rather less marked. ? 


Most forecasts made by national authorities at the end 
of 1969 or in early 1970 indicate a marked slowing down 
in 1970 both in output and in foreign trade (see table 1). 
These national forecasts add up to a growth of GDP in 
1970 of just over 414 per cent, implying a rise in industrial 
production of perhaps 5 per cent or a little more, in indus- 
‘trial western Europe as a whole. This appears to conform 
with historical precedent (apart from the rather longer 
upswing in 1953-1955). The forecasts for the industrial 
countries are discussed in section 5 of this chapter. The 
possibility is there tentatively suggested that, although 


1 The expression “’ industrial western Europe ”’ includes here the 
following thirteen countries: Austria, Belgium, Denmark, Finland, 
France, western Germany, Ireland, Italy, Netherlands, Norway, 
Sweden, Switzerland and the United Kingdom. The south European 
countries are separately reviewed in section 6 of this chapter. 

2 There was a milder and shorter, but quite widespread, recession 
in 1962-1963, followed by a peak in 1964 which was not, however, 
shared by France or Italy. 
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some slowing down in 1970 is certainly to be expected, 
the sum of national forecasts may exaggerate its extent 
(unless policies become more actively directed towards 
restraint of demand). 

The acceleration in 1969, in industrial western Europe 
as a whole, was common to all except five countries: the 
growth rate slowed down in Ireland, Italy, the Netherlands 
and the United Kingdom, and levelled off in Norway. In 
Ireland and the United Kingdom, policy was deliberately 
aimed at restraint.’ In Italy, the growth rate of GDP had 
indeed accelerated in the first half of the year but was 
badly cut back by strikes in the second half. In the Nether- 
lands and Norway, industrial production accelerated 
slightly, but growth of GDP was held down in the Nether- 
lands by the weak level of investment, especially in con- 
struction, and by the small increase in agricultural output, 
and in Norway by adverse conditions in agriculture, 
fishing and shipping activity. 

In 1969, only Ireland, Norway and the United Kingdom 
recorded growth rates of GDP significantly less than 5 
per cent or (together with Italy) growth rates of industrial 
production of less than 8 per cent. And in most countries 
the growth rate of GDP was a percentage point or more— 
in some much more—above the long-term (1953-1967) 
trend rate; the exceptions again were Italy, Netherlands 
and Norway where 1969 was about on trend, and the 
United Kingdom where 1969 was well below trend.‘ 

Although data are still incomplete, there is no firm 
evidence yet that the rate of growth (judged from industrial 
production indexes) was slowing down up to the end of 
the year (see table 2). But there are scattered indications, 
in order books and business tests, of a somewhat slower 
pace of expansion. 

The further burst of expansion in 1969 was quite con- 
trary to the forecasts made a year ago. At that time, the 
general expectation (as summarized in the 1968 SURVEY) 
was that in industrial western Europe as a whole total 
growth of gross domestic product would be about 414 per 


3 In Ireland, however, the past growth rate in GDP and in industry 
would have been maintained, had it not been for a strike in the first 
quarter of 1969. 

4 The fast growth in 1969 in France (8 per cent GDP) must be 
seen in the light of the interruptions of output in the summer of 
1968. Discounted for that, the growth rate in 1969 would not be 
much above the long-term rate of about 5 per cent. 
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cent—roughly the same or even a little less than in 1968.5 
‚ These forecasts, which were characterized in the SURVEY 
as somewhat cautious, were based partly on expectations 
that fiscal and monetary policies would exercise a 
restraining influence, and partly on an expected slowing 
down in the growth of world trade, and particularly on 
a levelling out of United States imports from western 
Europe (which in fact occurred.) The main reasons why 
these forecasts proved wrong were: 


(a) The expansion in western Germany gathered 
strength. The volume of national output rose in 1969 by 
82 рег cent (against 714 per cent т 1968)—more than in 
any year since 1960—instead of falling, as was officially 
expected, to between 4 and 5 per cent. The reasons for 
the acceleration were: first, the rate of export expansion 
was almost maintained instead of the forecast large reduc- 
tion 8 (the volume of exports of goods and services rose by 
about 12 per cent against 15% per cent in 1968); second, 
the increase in fixed investment proved much stronger 
than expected. Partly as a result, the rise in private con- 
sumption was also rather faster. 


(b) As a result, west German imports continued to 
increase in 1969 about as strongly as in 1968, whereas 
some slowing down was expected. Merchandise exports 
to western Germany from the rest of western Europe rose 
by 26 per cent; increases of much less than 25 per cent are 
shown only by Denmark, Firland, Sweden, United 
Kingdom, Italy, Greece and Turkey.’ 


(c) The continued fast expansion of west German 
imports from the rest of western Europe was not, however, 
the only reason for the increase in intra-west European 
trade. Indeed, French imports from the rest of western 
Europe rose even more (by 30 per cent) and imports into 
the other industrial countries (except Austria, Denmark 
and the United Kingdom) also increased at high rates. 
By contrast, Iceland and Turkey reduced their imports 
from western Europe in 1969. 


(4) Thus the value of trade among the west European 
countries increased in 1969 by over 20 per cent, against 
only 12 per cent in 1968.8 This increase (which was of the 
same order as in the previous general economic expansion 
of 1959-1960) goes far to explain the rapid spreading of 
the boom. West European exports to the rest of the world 
rose only moderately—to North America, as was expected, 
by only 5 per cent (compared with the exceptional rise by 
nearly a quarter in 1968), to eastern Europe by 12 per cent 
(8 per cent in 1968) and to all other countries by LS рег 
cent (9 per cent in 1968). Nearly all west European coun- 
tries shared in the expansion, with increases of exports to 


5 See Economic Survey of Europe in 1968, chapter I, page 1 and 
table 1. The forecasts for 1969 there presented represented the latest 
available forecasts, official or unofficial, made in the individual 
countries. At that time, acceleration of growth in 1969 was forecast 
only for Austria, Denmark, Finland, France and Italy, of the 
13 industrial countries. 

в The last SuRvEY did express some doubts about the officially 
expected slowing down of export growth (page 54). 

7 Here and in next paragraph data refer to the full year. 

8 For more detailed trade figures see tables 12 and 13 and fuller 
discussion in section 4. 


other countries in western Europe of the order of 20 to 
30 per cent (substantially less only in Denmark, Ireland, 
Sweden and Greece), 


(e) While foreign trade had been an important stimulus 
in originating the general recovery in 1968, in 1969 the 
expansion was led, in almost every country, by acceler- 
ating growth of private consumption and investment. 
Only in the Netherlands and the United Kingdom was 
there a slowing down in the growth of both sectors of 
domestic demand ® (accompanied by a corresponding 
slowing down in their import growth). The development 
of domestic demand is described in section 3. 


Thus two striking features of economic development in 
1969 stand out: the accelerating expansion of demand and 
output contrary to expectations (and sometimes to policy); 
and the very fast expansion of trade between the west 
European industrial countries. There is every reason to 
believe that the chain of cause and effect between these 
two developments worked both ways: not only did the 
fast growth of demand and output spread from one coun- 
try to another through the normal process by which rising 
output and incomes generate rising imports, but it also 
seems clear that foreign trade helped, on a much bigger 
scale than before, to break the bottlenecks in domestic 
supply which could otherwise have checked the expansion 
of output. The fast expansion appears to have served to 
open up new supply possibilities and new trading links 
part of which can be regarded as broadening the supply 
base for future expansion. 


It is natural that in a time of pressure the impact of 
fast increasing requirements should fall on the countries 
with which existing trade connexions are strongest. 
Hence while west European imports from other west 
European countries rose by over 20 per cent, their imports 
from the rest of the world increased by only 12 per cent; 
it is significant that the value of mutual trade among the 
Common Market countries—where the growth rate of 
output was not, on balance, greater than in the rest of 
western Europe—should have risen by as much as 30 per 
cent. Non-members shared in this expansion, but few 
of them proportionally. 1° 


Fast expansion led to strains both on the international 
pattern of payments balances and on domestic costs and 
prices. On the international front, the outcome was on 
balance encouraging; the French and west German ex- 
change adjustments, and the delayed recovery of the 
United Kingdom’s trading position, mean that 1970 
opened with a far better chance than before of balanced 
development. By contrast, the impact of demand expan- 
sion on costs and prices has created, not unexpectedly, 
increasingly acute problems of internal balance. These 
are described in the next section. 


9 However the growth of consumption, but not of investment, 
slowed down or remained the same in Austria, Belgium, Ireland 
and Sweden. 

10 While exports of each of the Six to the other members rose in 
1969 by 25 to over 30 per cent, exports to the Six rose by less than 
25 per cent from all non-member west European countries except: 
Austria, Iceland, Ireland, Spain and Turkey (export figures for 
January-September of 1968 and 1969). 


2. EMPLOYMENT, COSTS AND PRICES 


(i) Employment 


In most of the nine industrial countries for which data 
are available, total employment increased in 1969 after 
three or four years of stagnation or even decline (table 3). 
The increases in 1969 reflected the normal delayed 
response to the general revival of output growth which 
had begun about a year earlier. An exception was the 
United Kingdom, where output growth slackened last 
year, and employment remained almost constant. The 
increases in employment in 1969 were generally modest 
in relation to the fast growth of output and in only few 
countries were as high as in previous periods of fast 
expansion of output (1960-1961 and 1963-1964). But 
in France and western Germany the increases were at 
least as large as in any earlier year of the decade, although 
not fully recovering in western Germany from the 
particularly severe setback in 1967. 

Recorded unemployment steadily diminished during 
1969 but in most countries remained higher than it was 
in earlier years of fast expansion. The ratio of unfilled 
vacancies to unemployment, which is often used to serve 
as a rough guide to pressures on the labour market, 
similarly increased in 1969, notably in western Germany 
(but not in Norway or the United Kingdom). Again, 
it was only in France and western Germany that this 
indicator of pressures surpassed earlier levels. 


Unemployment 2 1965 to 1969 


( Thousands) 

1965 1966 1967 1968 1969 
Austria . 67 63 66 71 67 
Belgium 55 62 85 103 85 
Denmark ..... 16.1 18.3 21.8 38.7 В 2 
Finland 25.4 29.1 46.2 61.1 525 
France? et ae ta 148 196 254 223 
Western Germany . 147 161 460 323 179 
Ireland 29 32 36 37 36 
[italy eee 721 769 689 694 663 
Netherlands 25 36 1S 68 49 
Norway. 13.4 11:9 11.4 16.5 15.6 
Sweden foe 16.6 22.2 28.8 33.4 299 
United Kingdom 308 B28 52 541 535 


мы—Б6— eee ___—_——_—_ 


а Annual averages. 
Ь Registered applicants for jobs. 


Fluctuations in manufacturing employment, as in manu- 
facturing output, have as usual been much sharper than 
in total employment but with a similar time lag—of 
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about a year—behind output. Thus, in 1969, manufac- 
turing employment showed appreciable increases in most 
countries—as much as 3-6 per cent in Belgium, Denmark, 
western Germany and Ireland; but there was almost no 
increase in Switzerland or the United Kingdom. These 
developments in 1969 followed 3 or 4 years of stagnation 
or decline in employment. There are several countries 
where the 1969 level of manufacturing employment was 
less than it had been in 1965—Austria, Belgium, the 
Netherlands, Sweden, Switzerland and the United King- 
dom; only countries undergoing a rather rapid devel- 
opment of industrialization—Finland and Ireland—and 
also Italy and Norway, showed a substantial gain in 
manufacturing employment over the past four years as 
a whole. 

One implication of the greater increase in manufac- 
turing employment than in total employment in 1969 is 
that employment in other sectors (outside agriculture), 
and particularly in services, has been relatively stable in 
spite of increasing output. 


Migration movements 


In a few countries the increasing demand for labour 
has been met by immigration. This is particularly true of 
western Germany. Of the increase in total employment— 
about 460 thousand—two-thirds was met by the resumed 
recruitment of immigrants (adding 1 per cent to the 
labour force), and about one-third by reduction in un- 
employment. The estimates given below suggest that 
activity rates may also have increased—a normal response 
to the pressure of demand for labour—but have still not 
reached the levels attained in the 1965 peak. 


Changes in manpower balance: western Germany 


(Thousands: annual average) 


——— 


1966 1967 1968 1969 
Total employed labour force —71 —790 50 460 
Unemployment 14 298 —136 —145 
Total labour force —57 —492 —86 315 
Чие 10: 
natural demographic devel- 
opments . —36 —24 =i) || 
AEH phtes dG ее. fe 
foreign workers . 125 —230 5 300 


мм 


Sources; Wirtschaft und Statistik and secretariat estimates; 1969 provisional 
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Since the turnover of immigrant workers is normally 
_ high, the gross movement of workers to and from western 
Germany must have been much Preater.! 

There were also considerable changes in the national 


composition of immigrant workers (amounting to over 
5 per cent of the total labour force): 


Number of foreign workers in western Germany 
(in September of each year) 


( Thousands) 
SSS eS ee eee 
Net change 
1966 1967 1968 1969 1966 to 1969 
Total if Suits} 991 1090 1501 188 
of which: 
Italians 391 266 304 349 —42 
Spaniards 178 118 116 143 —35 
Greeks 195 140 145 191 —4 
Turks 161 131 153 244 83 
Yugoslavs . 50 * 96 119 254 204 * 
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In France, too, immigration reached a new peak in 
1969, the number of permanent immigrants placed 
rising to 159 thousand (93 thousand in 1968). There are 
also about 130 thousand seasonal workers, the number 
not varying much. To these must be added “ irregular ” 
immigrants, estimated unofficially to number about 
200 thousand last year—making a total number of new 
arrivals (excluding seasonal workers) of the order of 
350 thousand.” The net addition to the labour force is 
uncertain, but assuming a rate of repatriation of one- 
third of the arrivals and adding also a net increase of 
90 thousand Algerians, might amount to about 300-350 
thousand or 1-1 per cent of the labour force. 


In Austria, immigration has developed only in recent 
years, and the total number of foreign workers in the 


Пе.р., in 1962-1967 (later figures not available) the number of 
new work permits granted was 2.3 million, while the net increase 
in the number of foreign workers was only about 0.5 million. 


12 All figures seem to exclude nationals of EEC countries who are 
now exempt from official permits. 


TABLE 3 


Employment, total and in manufacturing 


(Annual percentage changes) 


Country 1959 1960 1961 1962 1963 1964 1965 1966 1967 1968 1969 

Austria 

Total . 0.2 0.6 0.4 —0.1 —0.3 0.1 —0.1 —0.2 —1.3 —1.1 0.1 

Manufacturing . 0.3 23 Я 0.3 —1.3 0.5 0.1 —1.2 —3.0 —1.3 1.0 
Belgium 

Total . —0.8 0.5 11 ited 0.9 el 0.9 0.4 —0.4 — il) 

Manufacturing . —1.8 2.4 2.9 2.0 0.6 1.7 0.1 —0.5 —3.1 —1.6 ВИ 
Finland 

Total, Я DAS 4.3 —1.1 7 0.2 1.0 0.9 —1.7 —2.0 ЕЯ 

Manufacturing . 2.6 7.4 4.2 2.0 —0.9 0.9 1.4 es} 0.6 —0.4 3 
France 

Total . —0.8 -- — 0.2 1.0 №2 0.3 0.7 0.3 —0.2 Wed 

Manufacturing . —2.0 0.7 0.8 {hall Do) Da —0.9 0.6 —0.6 —1. 1 
Western Germany 

Total . Sd: 1.0 7 eS 0.7 0.4 0.4 0.6 —0.3 —2.9 0.2 ei 

Manufacturing. . II! 3.8 2.8 0.8 —0.2 0.4 1.9 —0.3 —4.7 1.0 4.7 
Ireland 

Total . —0.7 i) —0.2 0.7 0.6 0.5 —0.2 —0.3 —0.3 ws as 

Manufacturing . 0.6 1.8 4.9 3.9 DN я Ih) 0.5 5) Des 5.9 
Netherlands 

Total 1.0 1.0 IRS 2.0 Ne) 7 0.8 0.8 —0.4 0.6 Па! 

Manufacturing . 1.6 3.8 р 2.0 0.7 1.4 0.8 —0.4 DS —0.4 0.5 
ея 0.4 0.5 1.3 —0.1 1.0 0.7 0.8 0.1 0.8 0.8 0.8 

Manufacturing . 0.9 1.1 2.0 0.8 22 i 1.9 3 0.5 Oat 0.5 
ты 0.4 ed Ney 0.6 0.4 0.6 0.8 0.1 —1.7 —0.1 0.7 

: Г - Е. 

Manufacturing . 1.0 4.5 И 0.4 —0.3 В? 0.4 —1.4 4.1 Pep) 0.5 
и 0.3 1.8 1.1 0.6 = i 1.0 0.¢ —1.6 =0.8 —0.3 

Manufacturing . —0.4 4.4 1.4 -0.9 —1.5 fe ez 0.4 3,0) —1.0 Um 

aa RT ree О ih sone ом ооо ое data tor manutacturiag 
Note. — In principle the above figures relate to total employment including $ oe ee o г bee а и Е я ta for manufacturing 


in table 7 below (the latter relates to wage- and salary-earne $ only and also, in seve 
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country rose to 64 thousand in September 1969 (58 thou- 
sand a year before); of the total, about three-quarters 
are Yugoslavs and 13 per cent are Turks. In Sweden net 
immigration began again (it was negligible in 1968), the 
number of foreign workers probably rising by about 
20 thousand in 1969. 

The inflow of foreign workers into Switzerland has 
been restricted since 1964. The total number subject to 
control, after having decreased for three consecutive years, 
rose moderately in 1968 and 1969. In the meanwhile, 
however, the number of foreign workers in the country 
who have been freed from official permits has increased 
gradually. Including these, the total number of foreign 
workers—now 28 per cent of the labour force—has in 
effect increased by 37,000 (or 5 per cent) since 1964, while 
the total labour force has remained practically stable. 


Switzerland : foreign workers 
(Thousands; monthly average) 


1964 1967 1968 1969 

Total foreign labour force TA 713 732 764 
of which: 

under control 637 589 593 612 


permanently established . . 90 124 139 152 
р Е ee 


In view of the failure of previous efforts to reduce the 
number of foreigners, the Federal Council decided in 
March 1969 to apply another 2 per cent reduction in the 
foreign labour force. This reduction does not, however, 
apply to a number of important activities (agriculture, 
hotels and catering, hospitals, domestic services), nor can 
it be strictly applied to very small enterprises. 


TABLE 5 


Manufacturing : Man-hours worked and output per man-hour, wage-earners only 


(Annual percentage changes) 


Man-hours worked Output per man-hour Number of 
Country months covered 
1967 1968 1969 1967 1968 1969 in 1969 
Е В Я —5.5 —1.4 2.8 6.5 8.8 Tips. 9 
ао as а aut te BSS бо —4.6 —1.6 3.3 6.6 8.0 77 9 
ета ed naan a —5.0 —3.8 4.1 9.4 8.8 7.6 9 
inland oe Leek ben —5.1 —1.7 8.9 8.2 of 12 
РаПе: —2.2 —2.4 1.9 2.3 8.0 10.9 12 
Western Germany ....... —9.7 ЗЫ 8.3 8.5 6.9 12 
6 К о бо 1.6 1.4 Sul 6.8 9.8 25 9 
tally Vere ta ieee Gee OF: 4.8 1.9 3.6 4.2 ao 12 
ОВ о оосбоаве —5.3 — 1.4 0.1 9.6 10.9 10.1 9 
Мора се. и. —0.9 —3.8 4.7 7.0 fa 12 
SON 5 6 6 8 a of oe 5 oo 6 —5.9 —4.0 —0.7 9.5 9.1 10.1 9 
Switzerland nee ee —1.4 —0.8 —0.2 Bei 6.8 12.2 12 
United Kingdom... . . —5.0 —1.1 0.3 5.3 73 322. 12 


Sources: OECD, Main Economic Indicators—Supplement, Industrial Production; 
and national statistics. 


Note. — The data for man-hours worked have been taken from national sources, 


and the figures for output per man-hour have been derived by dividing the change 
in output by the change in man-hours worked. 


Where data for 1969 are not available, the series for man-hours worked have 


been calculated by multiplying the change in employment by the change in average 
hours worked per man. 


а Including mining. 


(ii) Productivity in manufacturing 


The year 1968, the first year of a general speeding up of 
output expansion, was marked by very substantial produc- 
tivity gains in manufacturing industry (see table 4 showing 
changes in output, employment and output per worker, 
based on annual averages: for corresponding figures of 
output per man-hour, for wage-earners only, see table 5). 
In 1969, the increase in productivity continued; but al- 
though output expansion speeded up (or was maintained, 
as in western Germany, at a very fast rate) employment 
generally increased rather more and the rate of increase 
in productivity diminished.1* The fast increase of pro- 


13 The only exceptions to this pattern of development are: France, 
where an acceleration of productivity gains in 1969 was in part the 
consequence of the interruption of output in 1968; Sweden, where 


ductivity in the first year of output acceleration, when 
fuller use can be made of the existing complement of 
workers, and the subsequent lagged adjustment of 
employment to the further increase in output, are familiar 
features of the cyclical pattern. From chart 1 (taking 
the solid line) experience in 1968-1969 can be compared 
with the similar pattern of development in 1959-1960. 
Nevertheless, the manufacturing productivity gains in 
1969 are impressive: 7-8 per cent or more in Austria, 
Belgium, France, western Germany, Netherlands, Sweden 
and Switzerland. If the two years 1968 and 1969 are 


there was a remarkably large productivity increase in 1969, especially 
in textiles and chemicals; and the United Kingdom, where both 
output and productivity gains fell off in 1969, 
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taken together, the average productivity increase was 6 
per cent a усаг or more almost everywhere (reaching 
8 to 10 per cent a year in Austria, France, western 
Germany, the Netherlands and Switzerland—the coun- 
tries where the increases in manufacturing output were 
greatest in this period). 


The relation between year-by-year changes in output 
and productivity, in manufacturing as a whole, may be 
seen in a longer perspective. A regression analysis of 
experience over the period 1954 to 1968 shows for each 
country (A) the annual “ autonomous” increase т 
productivity (i.e. the percentage increase associated with 
no increase in output) and (B) the annual percentage 
increase in productivity associated with a 1 per cent 
increase in output.™4 


Standard error 


A B r of estimate 
Austria 2.08 + 0.53 0.83 1.54 
Belgium . AOS) = Ч 0.81 1.93 
Denmark 0.57 + 0.50 0.78 1.46 
Finland . 177 -- 0.35 0.82 1.34 
France 576 1.62 + 0.61 0.67 35 
Western Germany 1.67 + 0:49 0.78 1.85 
Ireland eG Se Oey) 0.81 1.38 
Italy. В = 0.58 0.76 1.68 
Netherlands Поле ee 95 0.78 1.47 
Norway . 192—407 0.88 1.42 
Sweden or ОЕ 058 0.71 nee, 
United Kingdom OT == eon 0.82 1.65 


These equations provide a background for observing 
the importance of deviations from the normal relationship 
of productivity gains to output changes at different points 
in the cycle. Chart | compares the actual productivity 
increases with those calculated from the equations. Not 
only are actual productivity changes more volatile than 
the estimated ones—rising more in years of fast expansion 
and less in years of slow expansion than can be explained 
by average experience over the whole cycle; but also it is 
generally apparent that bigger than estimated increases in 
productivity occur in the first phase of output expansion 
(as in 1959 and 1968), slackening off later (in 1960 and 
1969), while the increases in productivity are below the 
calculated increases at the beginning of a period of 
slowing down in output. 

The differences between the national parameters are 
considerable. Some countries, notably Austria and west- 
ern Germany, show a large “ autonomous ”” increase т 
productivity (the constant A in the equation) associated 
with a low coefficient of productivity against output 
changes (B); this means a comparatively sensitive, or 
rapid, adjustment of employment to changes in the rate of 
increase of output. The reverse case (Denmark, the 
United Kingdom, Norway, with low A’s and high B’s) 
implies a tendency for employment to remain compara- 
tively stable, or to respond only with some delay, to 
changes in the rate of output expansion. 


14 А similar exercise was presented in the Survey for 1968 (see 
chapter I, page 29) for a smaller number of countries and for the 
period 1958 to 1967. There are some differences in the results due 
mainly to the longer period. 


Chart | also shows how positive deviations (actual 
productivity gains greater than the estimated ones) have 
tended to appear not only in 1968 but also in two or three 
preceding years. For example, the productivity gain in 
western Germany in 1967—a year when output showed 
no increase at all—was substantially greater than the 
equations suggest.* It may also be observed that the 
positive deviations of productivity in 1968 were, in several 
countries, markedly greater than in 1959 (the previous year 
of comparable rates of expansion of output). It can also 
be seen that the positive deviations tended to disappear 
in 1969 (although not in all countries, e.g. Sweden), con- 
firming that the peak of productivity gains has been 
passed. 


Taking a longer-term view, chart 2 also provides some 
indications of whether there has been, over the past 10-15 
years, any tendency for productivity gains to accelerate, 
or slow down, in relation to output changes. An accel- 
eration would be reflected in a regular excess of actual 
productivity gains over estimated ones towards the end 
of the period (and corresponding deficiencies at the begin- 
ning). Such an acceleration is indeed suggested by the 
relationships between the two curves for western Germany 
and Sweden, and, to a less extent, by the curves for Austria, 
Denmark, the Netherlands and, perhaps, by those for the 
United Kingdom. 


Output and productivity by manufacturing branches 


It is broadly true that the pattern of productivity in- 
creases between major groups of manufacturing branches 
shows the same positive correlations between annual 
output growth and productivity gains (although many 
individual exceptions can be found). Thus one of the 
striking features of 1968-1969 was the more than propor- 
tional expansion of the metal-making group, reflecting 
the market pressures not only for iron and steel but also 
for non-ferrous metals. The output increases started in 
1968 when the industries concerned were working well 
below capacity; it was only in 1969 that they began to 
have an impact on employment and even then not in all 
countries (e.g. France). 

Apart from the familiar exaggeration of the cycle in 
metal-making—and evidence of the same development in 
certain branches of chemicals and textiles *—the relative 
increases in output between the major industry groups 
were approximately what would be expected. The big in- 
creases in output in the metal-using industries in 1969 
demonstrate the impact of the general rise in fixed 
investment in western Europe, affecting not only domestic 
demand in the individual countries but also exports of 
capital goods. 

Developments in Norway show a pattern which is 
somewhat different from the general experience. In Nor- 


15 This may of course indicate only that the linear form of equation 
is inadequate to deal with an actual decline in output such as 
occurred (for the first time in western Germany) in 1967. Also the 
recoyery in output in western Germany began in the middle of 1967, 
with very large productivity gains shown by quarterly data. 

16 The strength of the stock building cycle in textiles is exemplified 
by the slowing down in 1969 of output of textiles and clothing in 
the United Kingdom after fast growth in 1968. 
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Output per person employed in manufacturing; actual and calculated values 
(Annual percentage changes 1954 to 1969) 
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CuartT I (continued) 
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Sources: for output: United Nations, Yearbook of National Accounts Statistics 
and corresponding questionnaires; OECD, National Accounts of OECD Countries 
and corresponding questionnaires; and national statistics For empioyment: 
pational statistics. 

Norte. — The yearly changes in output are national accounts data, based on the 
contribution of manufacturing to GDP, in constant prices; except for the Nether- 
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lands, where output data are based on the short-term index of manufacturing 
production. The preliminary output figures for 1969 for all countries are derived 
from such indices. Employment data refer to the labour force employed in manu- 
facturing. Calculated values for output per person employed have been derived 
from the equations shown on page 97 of this chapter. 
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way, unlike most other countries, the expansion of manu- 
facturing output and productivity in 1968-1969 was no 
faster than the long-term trend, the productivity increase 
in these two years being under 4 per cent a year. The 
structural pattern of Norwegian manufacturing is how- 
ever changing with special rapidity (see table 4). In textiles 
and clothing and some other consumer goods, output has 
for some time been declining with falling or stagnant 
employment and modest gains in productivity. In strong 
contrast, productivity in chemicals and metal manufac- 
ture, and perhaps in some individual branches of metal- 
using, has advanced quite fast. Norway may well be a 
case where the process of structural transformation has 
a greater importance—over a short period—than the 
relatively mild cyclical fluctuations. 


Output per man-hour (see table 5) 


On the whole, average working hours in manufacturing 
did not increase much in 1969, except in France and west- 
ern Germany. There has however been a fairly general 


` 
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trend towards reduction of the standard working week. 
Thus in Norway, perhaps an extreme case, the standard 
week was reduced in mid-1968 from 45 to 4214 hours, 
and actual hours worked fell by a similar proportion шо 
the second half of the year. In 1969, employment rose by 
1 per cent, with no increase in the number of man-hours 
worked. In Austria, Belgium and the Netherlands, also, 
total employment increased more than total man-hours 
put т by wage-earners.”’ 

Broadly speaking, the figures of annual variations in 
output per man-hour in table 5 are in conformity with the 
more comprehensive data on annual productivity in table 
4, Annual changes in hourly productivity of wage-earners 
were somewhat larger than those in annual productivity 
of all employees; both the hours worked by wage-earners 
and the numbers employed tend to be more variable than 
the hours and numbers of salaried employees. 


17 Yn many countries, data on man-hours worked refer only to 
establishments above a certain size, while the employment estimates 
relate in principle to all establishments. 


(iii) Pay and labour costs 


If the peak of productivity gains in the present cycle has 
already been passed, the peak of labour cost increases 
has probably not yet arrived. In 1968, pay increases in 
manufacturing industry were in most countries арргох!- 
mately absorbed, or more than absorbed, by productivity 
gains (except for France, Denmark, Norway and the 
United Kingdom). The provisional data for 1969 tell a 
rather different story. While productivity increases gen- 
erally fell off, pay increases on the whole accelerated; 
increases in unit labour costs (described in more detail 
below) became much more frequent and are likely to 
spread more widely in 1970. 


In nine out of the thirteen industrial countries, hourly 
wage-earnings ш manufacturing increased substantially 
more in 1969 than in 1968; in two (Denmark and Swit- 
zerland) the increase was about the same as the year 
before; the only countries in which the increase in wage- 
earnings slowed down were Finland and France, after the 
quite exceptional increases in 1968 (see table 6). 


Taking together the two years of the present cyclical 
upswing, 1968 and 1969, average hourly earnings rose by 
only 5 or 6 per cent a year in Austria, Italy and Swit- 
zerland, but by 10 or 11 per cent in Denmark and Ireland, 
with the other countries falling in between. A broadly 
similar pattern emerges from the more comprehensive 
(but also more provisional) data of increases in average 
annual wages and salaries in manufacturing 18 (table 7). 


Two points emerge from the historical series shown in 
table 7. First, a comparison of annual changes in pro- 
duction and in average pay shows a tendency for the 
peaks of pay increases to follow the peaks of output 


a The figures for 1969 in table 7 come largely from national 
estimates of the total wage and salary bill, in some cases prepared 
before the end of the year; they may not always take full account 
of accelerations in pay increases at the end of 1969. 


increases by about a year. To establish a precise lag from 
annual data is impracticable, but it is very clear that the 
rate of increase in average pay has rarely slowed down 
appreciably until well after peaks of output expansion 
have been passed. Secondly, there is evidence that in some 
countries—Belgium, Denmark, Finland, France, the 
Netherlands and the United Kindgom—pay increases in 
the present upturn have been rather greater than in the 
previous general upturn of 1959-1960. But for the most 
part increases in 1968-1969 have not been greatly in ex- 
cess of previous experience ш a similar cyclical phase. 


At the end of 1969, wage pressures were intensifying 
in a number of countries. This is particularly noticeable 
in western Germany; the major contract renewals, in the 
last quarter, led to increases of the order of 10 per cent a 
year and set the pace for the additional agreements negoti- 
ated in early 1970 (in the fourth quarter of 1969, average 
wage-earnings were 12 per cent up on the fourth quarter 
of 1968—among the biggest increases during the year in 
western Europe; see table 6). Similarly the end of 1969 
saw the troubled end of the rather moderate development 
of wages in Italy, with contract renewals, notably in 
engineering, implying increases in 1970 of the order of 15 
per cent in hourly earnings.'® The pace of wage expansion 
is likely to be intensified by the general use of cost-of- 
living sliding scales (which has already in the first quarter 
of 1970 added another 114 per cent to wage rates). In the 
United Kingdom, too, some of the agreements concluded 
in the second half of 1969 provided increases in basic 
pay rates much in excess of the 8 per cent average increase 


19 New contracts, mostly for 1970-1972, made at the end of 1969 
covered about 5 million workers (the largest number in engineering) 
and provided increases of 25-30 per cent in pay rates over the three- 
year period, together with a reduction in working hours. The 
major part of the increase will occur at the beginning of 1970. 
Negotiations are in progress for other branches. 
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recorded in the year as a whole. In Jreland, а damaging 
strike by maintenance workers led early in 1969 to a series 
of new agreements, providing for increases of the order 
of 15 per cent or more, and not all have yet been 
completed. 

By contrast, Finland has experienced a long series of 
very rapid wage increases (nearly 10 per cent a year in 
manufacturing in the four years 1964-1968). But in 1968, 
after the devaluations, a “ stabilization agreement ” be- 
tween the central employers and union organizations, with 
the participation of the government, was arranged. This 
provided for an increase in 1969 of about 3 1 to 4 per cent 
in wage rates, and the government at the same time agreed 
to institute extensive price controls.” A similar agreement 
has now been negotiated for 1970 providing for an average 
4.5 per cent increase (an additional 2. № per cent is expected 
through wage drift). 

In accordance with historical experience, the wage 
developments of recent months point, in most countries, 
to pay increases in 1970 little if at all less than those 
of 1969. 


Unit labour costs (see table 7) 


Substantial increases in unit labour costs in manufac- 
turing industry, resulting from these developments in 
employment, output and pay, occurred in the year 1969, 
taking the year as а whole, only in Ireland and the United 
Kingdom, and probably, in view of the strikes, in Italy 
for which full data are not available. In Ireland and the 
United Kingdom the increase in unit labour costs was of 
about 4-5 per cent. Elsewhere, including western Ger- 
many, there was no change (or changes of up to 2 per cent 
up or down which, in view of the uncertain and not 
always up-to-date statistics, are of doubtful significance). 


20 The bigger increase in actual wage-earnings—S per cent, more 
in manufacturing—was largely the result of strong wage drift, but 
was moderate compared with earlier experience. 


In Denmark, Finland, France, Norway, and Sweden, 
however, the development of unit labour costs was dis- 
tinctly more favourable than in 1968; these were countries 
where the acceleration in manufacturing output growth 
was particularly strong in 1969. It seems probable, also, 
that in the course of 1969 the acceleration in wage in- 
creases brought about faster increases in unit labour costs 
than those recorded for the year as a whole. 

Like the development of pay and productivity, the 
movement of unit labour costs in manufacturing has 
broadly followed a normal cyclical pattern, accelerating 
in the second year of output expansion (see tabie 7). 
There are, for example, many parallels between 1968-1969 
and 1959-1960. It can also be observed that unit labour 
costs have in the past continued to increase, or even to 
accelerate their increase, as the rate of output expansion 
slows down. This is particularly clear in the figures for 
western Germany where the rate of output expansion 
steadily declined from 1960 to 1962 while the rate of pay 
increases remained fairly stable and the rate of increase in 
unit labour costs steadily increased from 4 per cent to 
nearly 7 per cent a year. 

Estimates of unit labour costs for the whole economy— 
necessarily still more provisional for 1969 than those for 
manufacturing—are given in table 8. For obvious reasons 
the increases are throughout much greater than in manu- 
facturing; indeed, decreases in any year are very excep- 
tional. However, the increases in unit labour costs for 
the whole economy in 1969 were in excess of 5 per cent 
only in Denmark, France, Ireland, the Netherlands and 
the United Kingdom. This rather moderate development 
of unit labour costs in the whole economy is associated 
not so much with lower rates of pay increase outside 
manufacturing, but rather with the relatively small in- 
creases in employment (and consequently in recorded 
volume of output per worker). Small increases in employ- 
ment in the service sectors in a period of upswing are quite 
a typical cyclical development. 


TABLE 8 


Unit labour costs for the whole economy and for manufacturing, industrial producer prices, 
consumer prices, and import and export prices 


(Annual percentage changes from previous year) 


——— 
ee ee м Е. 


Unit labour costs 


Producer prices Unit value indices 


Industrial goods Consumer prices 


Manufac- 


Country i M4 
: т а turing Yearly December Yearly December а 
( Yearly averages) averages to December averages to December ( Yearly averages) 
Austria 1966 55 6.9 13954 1.4 а Dep 1.9 1.0 —1.9 
1967 4.4 3.4 2.44 С 3.9 3.9 —2.0 _- 
1968 2.4 —2.4 0.9 4 De 2.8 3.0 —4.1 —3.9 
| 1969 ate —1.8 2.44 3.6.4 Sal 3.4 0.4 sm 
Belgium . 1966 6.4 3.4 28 2.1 4.1 92 1.06 2.95 
1967 2.5 1.4 1.1 0.8 2.9 sy) —2.06 — 105 
1968 31 0.2 0.5 0.8 2.7 2.5 10% 1.96 
1969 ве 1.2 3.0 6.1 3.8 4.4 3.05 3,26 
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TABLE 8 (continued) 


Unit labour costs for the whole economy and for manufacturing, industrial producer prices, 
consumer prices, and import and export prices 


(Annual percentage changes from previous year) 
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Unit labour costs 


Country 


Producer prices 


Consumer prices 
Industrial goods 


Unit value indices 


Period Wh Tie ka 
tied У в 3 Yearly December Yearly December И Ai Borge koe 
( Yearly averages) averages to December averages to December (Yearly averages) 
Denmark 1966 8.2 5.9 3.5 2.4 6.7 6.2 1.0 3.8 
1967 6.1 Dal 1.7 3.1 6.9 10.3 — —1.9 
1968 Ths) 4.8 2.3 0.8 8.6 4.3 5.8 9 
1969 555) —0.9 3.6 6.0 8.5 4.9 0.6 4.7 
Finland . 1966 7.4 3.8 3.2 2.0 3.5 4.9 — —0.9 
1967 6.8 3:5) 1.9 13.5 6.0 6.7 5.8 all 
1968 8.4 5.6 12.0 0.4 9.0 Sil 20.2 Ц 
1969 2.2. 1:5 4.1 9.8 2.0 0.9 US) 4.6 
France 1966 2.4 72.2) PES) р) Dei 2.8 1.0 2.9 
1967 25 2.19 —0.6 — РТ 3.4 —1.0 —0.9 
1968 7.1 SNe SN) 3.0 4.6 5) —1.9 —0.9 
1969 6.0 Dee 9:9 9.6 6.0 5.9 38 5.4 
Western Germany. 1966 33} 4.4 1.7 0.8 3:5 2.6 1.0 ES 
1967 —0.1 —0.1 —0.9 Ox: 1.5 0.4 —1.0 —1.0 
1968 —0.2 — 1:6 — 5.34 —5.04 1.8 DG —2.0 —1.0 
1969 3.8 ps ph 4.7 27 2.9 3.0 13 
Ireland 1966 6.2 4.8 4.4 5.2 2.9 3.98 — 1.9 
1967 Le) ie 3.9 3.5 3:2 2.68 — — 
1968 one —0.9 4.6 7.0 4.7 5.48 7.8 7.3 
1969 ие 4.8 7.3 а,/ 6.4 HF 7.4 7.6 8 5.4 4.5 
Italy 1966 13 —2.1 1.4 0.6 2.0 1.8 1.0 —2.0 
1967 2.8 6.0 — 0.4 2.0 1.8 1.0 — 
1968 1.4 —1.8 — —0.:3 i133 1.0 — —2.0 
1969 и + 3.0f 6.08 258 4.0 0.9 3.6 
Netherlands 1966 9.6 5.7 5.3 Dal 5.8 4.1 1.0 = 
1967 29 22 Nal 1.2 3.4 4.1 —1.0 — 
1968 р —0.2 oi 1.2 9:7 4.2 —3.0 —19 
1969 6.7 2.0 —2.5 1, —0.6 &k Wes 6.5 2.0 2.0 
Norway . 1966 5 5.8 3.8 2.8 855) 4.2 1.0! 0.9! 
1967 5.8 6.0 0.6 ag} 4.4 4.3 —1.0! —0.9! 
1968 3.8 3.0 1.6 —0.9 3.5 Sell —2.0! —2.8! 
1969 4.0 0.5 4.8 10.5 3.9 4.0 ee 1.0! 
Sweden . 1966 — 7.4 3.8 3.8 3.5 6.4 5.6 1.9 0.9 
1967 6.0 5.0 2.4 loa 4.3 29 —- 0.9 
1968 4.3 — 1.5 1:7 9 2.4 —- —- 
1969 2.4 —1.6 3.0 3)5) 2.7 37 0.9 Dal 
Switzerland 1966 1.9.2 0.9 а 4.8 4.6 Age) 3.8 
1967 OST Ore 3.9 3.5 — 3.6 
1968 — < OB 2.5 22 0.9 35 
1969 a я 3.02 S012 2.5 23 1.9 0.8 
United Kingdom . 1966 ez 5.0 2.6 Dell 3.9 8:7 1.0 2.9 
1967 2,2 20 it 1.8 2:5 2D — Leg 
1968 9] 1.4 4.0 4.9 4.7 5.9 12.4 8.2 
1969 Se 4.8 3.9 See 5.4 4.7 4.0 87 


Sources; For unit labour costs: as for table 7. For producer prices and consumer 
prices: OECD, Main Economic Indicators; ECE, Statistical Indicators of Short- 
term Economie Changes in ECE Countries; and national statistics. For unit value 
indices: United Nations, Monthly Bulletin of Statistics; and OECD, Main Economic 
Indicators. 

Note. — Unit labour costs have been derived in the following way: я 

Whole economy: Compensation of employees divided by the GDP (GNP for 
1969). Employers’ social security contributions are included for all countries. 

Manufacturing: Wage and salary bill of all employees divided by the contribution 
of manufacturing to GDP. Details were quoted in the Nore to table 7. 

Unit value indices for 1969 are based оп January-September 1969 over January- 
September 1968. 

a General wholesale prices. 

Ь Belgium-Luxembourg. 


с The basic wage and salary bill data for 1967, 1968 and 1969 are not available 
for manufacturing. Figures utilized refer to private non-agricultural enterprises 
(see footnote c to table 7). 

From 1968 onwards, data exclude indirect taxes. 
a 10 per cent fall in the index. 

е Compensation of non-agricultural employees used as basic data for 1968 
and 1969. 

f January-November over January-November. 

g November over November. 

A January-October over January-October. 

i October over October. 

k From 1969 onwards, data exclude indirect taxes. 
a 6 per cent fall in the index. 

! Excluding ships 


This adjustment resulted in 


This adjustment resulted in 


Western Europe 


(iv) Prices (see table 8 for the main price series) 


Consumer prices rose more in 1969 than the year before 
in nearly all the industrial countries (the exceptions being 
Denmark and Finland, where the increases, after devalu- 
ation, had been particularly marked in 1968, and 
Norway). The biggest increases—of more than 5 per 
cent—occurred in France, Ireland, the Netherlands and 
the United Kingdom. Elsewhere, increases in consumer 
prices ranged between 2 and 5 per cent, the smallest 
increase being in Finland and Switzerland. 


The four countries with the biggest price increases in 
1969 were also the four with the biggest increases in unit 
labour costs (for the economy as a whole) in that year, 
and in these four countries the rise in unit labour costs 
was approximately the same as that in consumer prices 
(though probably more in Ireland). However unit labour 
costs are passed on to consumer prices only after a certain 
delay. If 1968 and 1969 are taken together, it appears 
(bearing in mind the uncertainties surrounding the pro- 
visional estimates of unit labour costs for 1969) that 
consumer prices rose rather more than can be explained 
by labour costs in Austria, Denmark, the Netherlands 


and the United Kingdom. On the other hand, the rise in - 


unit labour costs appears to have been greater than that 
in consumer prices in France, Ireland, Norway and 
Sweden. No exact correspondence between changes in 
unit labour costs in the whole economy (wages and 
salaries per unit of constant price GDP) and changes 
in consumer prices are, of course, to be expected. Con- 
sumer prices are also influenced, for example, by import 
prices, indirect taxes and subsidies, corporate profits and 
incomes of self-employers (the last being particularly 
important for agriculture). Over-all unit labour costs are 
influenced by the methods of measuring output in services, 
particularly public services. 


One fairly common factor in 1969 was the general rise 
in import prices, partly the effect of rising prices of 
primary products, partly the general upward trend in 
prices of manufactured goods in international trade. 
Since the rise in import prices over the two years was 
mostly limited to two or three per cent, it generally 
played only a small part in the rise in consumer prices. 
This is not of course true of Denmark, Finland, Ireland 
and the United Kingdom, where the rise of import prices 
following devaluation was an important factor raising 
consumer prices in 1968; it is also estimated to account 
for a rise of nearly | per cent in consumer prices in 1969 
in the Netherlands.”* 

Poor harvests also played a part in the rise of food 
prices; they rose by as much as 7 per cent in 1969 in the 
Netherlands and the United Kingdom * and by 4-5 per 
cent in France, Ireland, Italy and Norway, but by only 
3 per cent In western Germany (annual averages). 

More significant in several countries were the increases 
in indirect taxes imposed either as part of a general pro- 


_ “The increase in the United Kingdom affected about equally 
imported and home produced foods. 


gramme of demand restraint, or in connexion with the 
introduction of value added tax. 


Thus, among the countries with relatively fast price 
increases in 1969, increases in indirect taxes were impor- 
tant in Ireland, the Netherlands and the United Kingdom. 
In the Netherlands, it is estimated that indirect tax 
increases accounted for 11 per cent of the 7\ per cent 
rise in consumer prices in 1969.23 In the United Kingdom, 
the indirect tax increases probably accounted for about 
1 per cent of the 5!4 per cent rise in consumer prices 
in 1969. In France, also, the increase in value added tax 
rates for January 1969, of about 15 per cent, added to 
the price pressures induced by labour-cost increases. It 
may be noted that value added tax was also introduced 
in Sweden at the beginning of 1969 in place of the turn- 
over tax. 

A number of Governments have recently introduced 
policy measures in the interests of price stability. Thus 
in Denmark, where general post-devaluation price con- 
trol powers expired in July 1969, temporary price stops 
were imposed in selected areas (construction, road and 
rail transport). In Finland, the tripartite stabilization 
agreement, including price control powers, has been 
extended for 1970. In France, the price-stop imposed 
immediately after the August 1969 devaluation has been 
replaced by a system under which most enterprises under- 
take not to increase prices without official approval *4 and 
the Government retains powers to prohibit price increases. 
In the Netherlands, a temporary price-stop was imposed 
from April to September 1969. In Norway, the change- 
over to value added tax of 20 per cent in January 1970 
(11 per cent on investment goods), replacing the current 
sales tax (averaging about 14 per cent) is expected to 
add about 5.8 per cent to consumer prices (the tax burden 
is offset by reductions in income-tax and increased social 
security payments). To control the effect on prices of 
anticipatory buying, a price-stop was put into effect from 
September through December 1969, and price control 
powers are to be used to limit price increases after the 
introduction of the new tax. 


By contrast, the proposed introduction of a value 
added tax in Belgium has been postponed (for the second 
time) from January 1970 to January 1971; expectation 
of the change-over prompted anticipatory purchasing 
which, together with the general expansion of demand, 
had produced some sharp price increases. Italy also has 
postponed the introduction of the value added tax from 
January 1970 to January 1972 and has extended the freeze 
on rents. 


Forecasts for consumer prices 


For a number of countries, forecasts have been made 
by national authorities or research institutes for the rise 
in consumer prices in 1970—varying from 4 to 6 per cent. 


т : 
23 Central Planning Bureau, ор. cir. 


24 и т ; ` 
For distributive enterprises, the Government has powers to 
request justification of price increases. 
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The forecasts available (referring to changes between 
average 1969 and average 1970) are: 


Austria 4.5 per cent 

Belgium 4.3 per cent 

Finland . 2 per cent 

France. bie 5 per cent 

Western Germany . 3 per cent (see page 131 below) 

Treland 514 per cent 

Ttaly. 5-6 per cent 

Netherlands 4 per cent 

Norway . 5.6 per cent (maximum believed justi- 
fied as result of value added tax) 

Sweden at 3.7 per cent 

United Kingdom 4.3 per cent 


(The sources of these forecasts are those used for the 
national forecasts of real output and demand summarized 
in table 1.) 


For three countries, analyses have been made of the 
factors responsible for price increases in 1969 and ex- 
pected to operate in 1970: 


Components of price increases 


Netherlands @ Sweden b Finland а 
(consumer prices) (consumer prices) (final prices ©) 
1969 1970 1969 1970 1969 1970 
Indirect tax changes . 1.5 0.1 0.1 0.5 —0.6 —0.3 
Public tariffs апа fees — -— 0.3 0.3 
Trade policy measures 0.3 — ie ne 5 Bit 
Rent increases ... 0.5 0.5 0.9 0.3 0.1 0.1 
Agricultural prices . 0.3 3 0.6 0.1 0.5 0.3 
Import prices ... 0.8 0.2 0.6 0.8 0.5 0.3 
Labour costs and Е 
miscellaneous. . . 4.1 De] 1.0 15 1.39 2.0 
Total. a ES Sy aI B55 3.5 
Export prices . —0.5 —0.2 
ile) 2.2 


Total. 


Sources: Netherlands: Macroeconomische Verkenning, September 1969; Sweden: 
Prelimindr Nationalbudget 1970 (January 1970); Finland: Economic Survey 1969 
(September 1969). 

@ Yearly averages. 

6 End-of-year figures. | 

с Market prices for all final expenditure including exports. 

Я Including social insurance fees, interest, and income of entrepreneurs. 

€ Revised forecast given in March 1970 is 4 per cent. 


industrial prices 


Rather exceptionally, producer prices for industrial 
goods increased in most countries in 1969 more than 
unit labour costs in manufacturing (or rose when labour 
costs fell). The only exceptions are western Germany, 
the Netherlands and the United Kingdom. Moreover, 
in many countries the increase during 1969 (December to 
December) was considerably greater than that between 
the average for 1968 and the average for 1969. In part, 
this increase in industrial producer prices in 1969 may 
be associated with rising import costs (and also increases 
in other costs such as fuel). In part, too, it represents 
prices catching up with the increases in unit labour costs 
in the recession of 1967. However, even if the three years 
1966-1969 are taken together, the rise in prices appears 
fully to have covered increases in costs—although possibly 
not in France and Norway—and to leave a considerable 
margin over the rise in costs in western Germany.” 
Over the whole three-year period, therefore, it appears 
that profit margins per unit of output have at least been 
maintained, and in the past year or two of rapid expan- 
sion they have increased considerably. 


Export prices (unit values)—mainly industrial goods— 
also generally increased more in the favourable market 
conditions of 1969 than the year before (except in the 
devaluing countries, other than Denmark, in terms of 
domestic currency). Moreover, the increases in export 
prices in most countries, contrary to previous experience, 
were broadly in line with the increases in industrial 
producer prices.?’ 


25 The fall in 1969 shown in table 8 for the Netherlands is due to 
the exclusion of indirect taxes (at the time value added tax was 
introduced) from the index of producer prices. On a comparable 
basis with earlier figures, the index might have risen, but not more 
than unit labour costs. Similarly in western Germany indirect 
taxes were excluded from the producer price index at the beginning 
of 1968, which explains the fall shown in that year in table 8. 

26 Ног western Germany, the previous footnote should be re- 
membered. For devaluing countries, it should be observed that 
import prices will have risen much more than elsewhere. It should 
also be kept in mind throughout these comparisons that there may 
be in some cases a significant lack of comparability between the 
labour cost and price series. 

27 Western Germany (where total export unit values rose 1 per 
cent according to table 8) appears to be an exception. But in fact 
export prices for manufactured goods increased by about 5 per cent 
in 1969, partly as a result of the imposition of value added tax. 


3. THE EXPANSION OF DEMAND 


(i) The upsurge of domestic demand 


Growth of domestic demand, and especially of pro- 
ductive investment, dominated the growth of output in 
most countries in 1969 (see table 1). This development 
is in strong contrast to 1968 when investment was 
generally still weak and output growth was led to an 
exceptional extent by exports, especially, in several 
countries, by exports to North America and western 
Germany. 

The generally increasing role of domestic investment 
and consumption is displayed by the following figures: 


The growth rate of domestic demand @ as percentage 
of the growth rate of GNP 


1968 1969 
Аа es ee 93 69 
ТЕЩИ бо om mo pa 9 0 118 100 
Denia ketene, See ek eae 50 129 
Sime) G8o6 6 ww ee ee a = 109 
I aiid CG ia ie ое о cine fe 2 (Wi? 
Western Germaniyers) sitet 104 114 
JET allay so ei ae ae ee Le 159 175 
а 70 BE 
ОЕ, g 6 6 uo co on x 106 80 
МОБИ 5 9 bo aoe oS nm = 100 
БУ etn ae eer 103 110 
А Е бро особ ТТ 106 
United Kingdom ...... 74 3h) 


Source: As for table 1. 
а Private and public consumption and investment, and change in stockbuilding 


at constant prices. 

b Domestic demand fell. 

Thus, in Finland and Norway—where more than all 
the output expansion of 1968 was accounted for by 
exports—the trend of domestic demand changed from 
decline to expansion in 1969. 

In Austria, Belgium and the Netherlands, however, 
the increase in exports, especially to western Germany, 
played a major role in the growth of output, and in the 
United Kingdom, although export growth slowed down, 
it accounted for most of the limited output expansion 
because the growth of domestic demand was almost 
completely checked. 


Fixed investment 


In every country, except the Netherlands and the United 
Kingdom, the growth of fixed investment accelerated in 
1969. The total rose by as much as 10-20 per cent in 
Belgium, Denmark, Finland, France, western Germany 
and Ireland, by 7-8 per cent in Austria and Switzerland, 
and by 4-5 per cent in Sweden. It declined only in Norway 


(but by less than the year before, and only because of a 
further fall in ship purchases; excluding ships, investment 
rose by 5 per cent); it was effectively unchanged in the 
Netherlands and the United Kingdom. From such data 
as are available, it appears that nearly everywhere the 
expansion of investment in 1969 was mostly in machinery 
and vehicles on which expenditure rose in some cases by 
very large proportions (over 20 per cent in western 
Germany and Finland and by 16 per cent in Belgium); *8 
in few countries was there much increase in construction 
activity.2® This was partly, of course, due to the particu- 
larly fast expansion of investment in manufacturing 
industry. In the Netherlands and the United Kingdom, 
it appears that output in construction failed to increase 
at all. 


Increases in public investment were generally more 
modest. In France, general government investment, 
restrained by policy, increased only 4 per cent in 1969, 
and in publicly owned enterprises remained at the 1968 
level, while private enterprises’ investment rose by about 
15 per cent. The stability of total investment in the 
United Kingdom in 1969 is also to be explained by re- 
strictive policy. Public sector investment, mainly in 
nationalized industries, was probably reduced by 5 рег 
cent or more, and investment in dwellings (public and 
private) by still more; but investment in manufacturing 
is estimated to have increased by over 10 per cent and in 
other private industries by about 5 per cent.?° The rather 
modest increase of investment in Norway (excluding 
ships) was mainly in transport, trade and the public sector; 
industrial investment was slightly reduced (there had been 
a bigger fall in 1968). 

The rather modest expansion of investment in 1968, 
followed by a rapid pick-up in 1969—where it has oc- 
curred—follows rather closely the timing and dimensions 
of investment trends in 1959 and 1960. Then, also, the 
big rise in investment came in the second year of output 
expansion when it surpassed—at least for machinery and 
vehicles—the growth of output.*! It is still more relevant 


*8In Belgium, total industrial investment is reported to have 
risen, at Current prices, by 30 per cent in 1969, excluding the 
chemicals industry where there was a considerable decline in both 
1968 and 1969 following the completion of some large projects. 


23 The greater volatility of investment in machinery and vehicles 
than in construction is a normal cyclical feature. See, for example, 
the Survey for 1966, chapter I, pp. 34 ff. 

8° Provisional estimates, National Institute Economic Review, 
February 1970. The nationalized steel industry is here included 
with manufacturing industry. 


eel See the analysis of the growth of investment and output in 
manufacturing in the SuRvey for 1966, chapter I, pp. 33 ff. 
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to point out that investment continued to grow fast 
in 1961, when the rate of output expansion had already 
fallen. Because of the lags between ordering and delivery, 
and reluctance to change plans, it is normal to find that 
investment responds only slowly to changes in total 
output and demand. Hence a serious fall in the rate of 
growth of investment appears unlikely in 1970; except 
in France and western Germany, national forecasts do 
not incorporate any considerable slowing down, and 
several countries envisage an acceleration (Austria, Italy, 
the Netherlands, Norway, Sweden, the United Kingdom). 


Private consumption 


In 1969, the volume of private consumption rose by 
7 per cent or more in Denmark, France and western 
Germany, and by 5 to 6.5 per cent in Belgium, Finland 
and Norway. In the other countries, it rose from 3 to 5 per 
cent, with the major exception of the United Kingdom 
where it did not significantly increase. 

In most countries, private consumption rose more 
rapidly in 1969 than in 1968, conspicuously so in Denmark 
and Finland (which had only very little increase the year 
before) and in western Germany. It slowed down, 
however, in Austria, Ireland, the Netherlands and the 
United Kingdom. The acceleration in the growth rate 
of private consumption is a consequence of the acceler- 
ation in employment and pay (and hence in primary 
income of households) which was quite a general feature 
of 1969. On the other hand, as will be seen below, tax 
policy was not generally restrictive—perhaps less so than 
was thought a year ago; so, with the major exceptions of 
Sweden and the United Kingdom, disposable household 
incomes rose at least as fast as primary incomes. 


However, the fairly general acceleration of private 
consumption between 1968 and 1969 does not neces- 
sarily imply that its relative importance as a factor in 
output growth increased. The growth rate of private 
consumption in 1969, as a ratio of the growth of GNP, 
increased only in Denmark, Finland, western Germany, 
Norway and Switzerland. 

In Norway, private consumption rose in 1969 1% 
times as much as gross national product. The excep- 
tionally fast increase in private consumption, especially 
for durables, may be attributed to anticipation of the 
increases in indirect taxes which came into effect in 
January 1970 (expected to increase consumer prices by 
nearly 6 per cent). Purchases of private transport equip- 
ment increased in volume by 29 per cent, and of furniture 
and other household durables by 15 per cent—well in excess 
of what would correspond to the 4.2 per cent increase 
in disposable income. 


32 See the discussion of prospects on pp. 130 ff. 


In Denmark, the exceptional upswing (7 per cent) in 
private consumption was partly the consequence of the 
increases in employment and earnings, and partly of 
the once-for-all increase in disposable income of house- 
holds resulting from the change-over to a pay-as-you- 
earn tax system from 1970; this in effect made 1969 a 
tax-free year for increments in income. Denmark and 
Norway were the only countries where private con- 
sumption in 1969 rose more than gross national product. 


In western Germany, Ireland and (probably) Italy, 
consumption approximately maintained its share of the 
GNP. But in Austria, Belgium, Finland, France, the 
Netherlands, Sweden and Switzerland, the consumption 
share of GNP was slightly reduced, and in the United 
Kingdom considerably so (the 5 per cent rise in dispos- 
able income of households in the United Kingdom was 
matched by the rise, partly tax induced, of consumer 
prices). 


Stockbuilding 


Information at present available on stockbuilding for 
1969 is still too provisional to permit any firm con- 
clusion.*®? In 1968, stockbuilding was important in 
relation to output growth only in Austria and western 
Germany. In 1969, as shown below, the increase in 
stockbuilding was sizeable in several countries, although 
not in western Germany. This increase in stockbuilding 
in 1969 was no doubt often associated with accelerations 
in import growth. 


Changes in stockbuilding 2 


1968 1969 

ЕО Be bee 35.3 10.1 
Васи = ee. ee cs 18.6 
Denmark —4.5 sis 
Finland —43.9 8.8 
France . : —7.6 16.7 
Western Germany i 48.4 5.6 
пеар sere. Orakei 33.3 36.1 
Italy . —13.7 ye 
Netherlands . 6.1 2 
Norway —34.7 15 
Sweden 10.7 23.4 
Switzerland 2:6 —0.8 
United Kingdom —0.9 18.5 

Source; Аз for table 1 

a Annual change in ‘‘ stock changes ’’ expressed as a percentage of annual change 

In gross national product (at constant prices). 


33 Information on stockbuilding for 1968 available when the 
Survey for 1968 was written (see chapter I, p. 15, table 8) has been 
significantly revised in some cases in 1969. 


(ii) The impact of public finance 


An analysis of the role of fiscal policy in 9 countries in 
the 1968 Survey (pp. 19 ff.) suggested that fiscal policies 
would in several countries exercise a restrictive influence 
on the rest of the economy in 1969, particularly in com- 
parison with the expansive tendencies of 1968. The 


mail exceptions were western Germany where a sub- 
stantial shift towards an expansionary policy was ex- 
— 34 Effects measured аз the impact on GDP of changes in the 
finances of general government (central and local government, 
social insurance). 
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pected at the beginning of the year and Sweden where it 
was thought that the expansionary policy would be 
pursued, although not to the same degree as in 1968. 


Provisional indications of the outcome for several 
countries suggest that events have taken a different 
course in 1969. Although it has not been possible to 


undertake so detailed an analysis, some indications of 
the general tendencies prevailing in 1969 can be given. 
These tendencies are shown in the form of “ over-all 


35 Рог France and Italy, data for 1969 are available only for 
central government transactions. 


TABLE 9 


Changes in general government revenue and expenditure in 1969 and 1970 


(Per cent of GNP previous year, at current prices) 


See an rg ee a ee ee 


1. Revenue 
Country Direct taxes 4 Indirect taxes b Total revenue © 
1968-1969 1969-1970 1968-1969 1969-1970 1968-1969 1969-1970 

NUS tila re ace cnet ke ere Des 2.8 ils) 1.6 4.0 4.4 
ИЕ © о ою д бо пав в 1.8 аа 1.7 oe 3.4 Ч 
ео om о р De — 0.5 2.1 3.2 
о ео СМ 0.7 0.7 2.8 0.8 3.8 1.6 
Wesicnn СЕ 5 5 o боб Shad 3.4 2.2 0.6 5.5. 4.0 
Italy: Я cash basis wren к. за on ‘ae 2] 2.4 
ЕО. 56 5 6 6 Ho 6 1.8 i 1.6 ile) 3.4 2.7 
Е ов Зы аа 2.4 — НЕ 2 4.2 3:3 
SWEGEM. 6 6 6 ow a 6 6 Ow 3.9 513 0.9 0.7 579 5:5 
Switzerland: 

total . 1.6 ых 

federal . pe ge Sem ee ine a — 1.0 
United Kingdom ...... 3.4 7 a 5.6 

2. Expenditure and over-all balance 
Country Consumption Investment & Transfers f Total ехрепайите © Over-all financial balance 
1968-1969 1969-1970 1968-1969 1969-1970 1968-1969 1969-1970 1968-1969 1969-1970 1968-1969 1969-1970 

А а о ее 1.8 ier? 0.5 0.5 1.6 15 4.3 3.3 —0.3 | 
‘Denmankeeaa ene 25 ой 0.9 0.4 а 37 a —0.3 5% 
Minh. 5 5 oo опа es) 1.3 — — 0.9 ПИ 2.4 2.4 —0.3 0.8 
ТРИО боров оо с 0.9 0.7 0.1 —0.2 1.0 OW 2.0 1.2. 1.8 0.4 
WesternGenmatives 4) ann 7, ILS) 0.4 0.4 1.0 0.9 3.4 2.8 2.5 1.2 
Italy: 9 

GRIMES. 6 Ao 8 6 oo 2 0.8 a 0.1 . .. 

administrative budget . . . se se ый Е Г. ча $ 3.8 a Sk! 
INetherlanc!sieme ease DP 1.5 0.5 0.1 0.4 0.5 Bal р 0.3 0.6 
Е о о ye le, 1.0 0.4 0.5 WP) 3.6 4.3 yen, —0.1 —1.9 
SSG Gog @ 6 e 6 м 2.6 2.0 0.3 0.6 11.5) 1.5 Sy) 4.8 0.7 0.7 
Switzerland: 

о о teed eee 0.9 Hall 0.5 0.4 ae 1.9 sh —0.3 x 

Е о поворот 0.3 0.2 0.1 — 0.5 0.2 0.9 0.5 —0.9 « 0.5 
United Kingdom... 2...) 14 0.5 0.4 0.4 0.6 0.5 3.0 1.3 м 


Sources and notes for separate countries: 


Austria: Amtsbehelf zum Bundesfinanzgesetz 1970. 

Denmark: OECD, Economie Survey, June 1969, and national sources. 

Finland: Riksstatsférslaget 1970; Ekonomisk 6versikt. 

France: Statistiques et Etudes financiéres, September 1969, Le Monde 11/12 1969 
and secretariat estimates. ‘‘ Transfers’’ not comparable with other countries 
since they include a large amount of lending and transfers to enterprises (includ- 
ing farmers). Central government only. 

Western Germany: Jahreswirtschaftsbericht 1970 der Bundesregierung. 

Italy: OECD, Economic Survey, August 1969, and national sources. Central 
government only. 

Netherlands : Macroeconomische Verkenning 1970. 

Norway: @konomisk utsyn 1969, Nasjonalbudsjettet 1970 


Sweden: Prelimindr nationalbudget 1970. 

Switzerland; OECD, Economic Survey, January 1970. Federal figures for 1969 = 
budget 1969. Subsidies included in ‘“‘transfers’’. Federal investments = 
“ capital transfers’’. 

United Kingdom: Financial Statement and Budget Report 1969-1970 (April 1969) 
and Public Expenditure 1968-1969 to 1973-1974 (Cmnd. 4234 of December 1969). 


а Includes in principle trading income and social insurance contributions. 

Ь Net of subsidies. 

¢ Includes in some cases a group of miscellaneous items. 

d Central government only. 

eIn principle net investments; investments by public enterprise not included. 

fn principle: transfers to households; for France, all transfers including lending 
to industry, etc. = 


г 
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financial balances ”.6 As compared with 1968, the posi- 
tive balances increased (or deficits fell) in 1969 in France, 
western Germany, Sweden and the United Kingdom; 
in the other countries shown, the changes were marginal 
(see table 9 where changes in certain revenue and expendi- 
ture items are given as percentages of GNP). 


To assess the effects of the changes on the economy, 
however, account must be taken of other factors, in 
particular of the multiplier effects. These differ consider- 
ably between countries and between different items in 
the balance. Typically, the multiplier for changes in 
real public expenditure on goods and services is con- 
siderably bigger than the multiplier effects for other 
items.*” The magnitudes are, however, highly dependent 
on the size of the various “ leakages ” such as the marginal 
propensities to save and to import, the marginal tax 
rates, etc. After making reasonable allowance for these 
effects, the figures in table 9 suggest that in most countries 
the changes in public finance between 1968 and 1969 have 
had a considerable stimulating effect on the economy. In 
many cases this effect is within the range of № to 1 рег 
cent of GNP 1968. This is mainly the result of a com- 
paratively lively growth in public consumption expendi- 
ture and to some extent in transfers. It should be seen 
against the background of generally restrictive budget 
objectives at the beginning of the year and against the fact 
that the unexpectedly large increases in incomes have 
been counteracted by the automatic stabilizing effects of 
the tax system in many countries. 


The main exceptions from the general tendency are 
France, western Germany and the United Kingdom. In 
France the effect of the restrictive measures adopted at 
the end of 1968, mostly in the form of increases in indirect 
taxes, had their full effect in 1969; the blocking of public 
investment expenditures in July 1969 contributed. In 
western Germany, fiscal policy was already re-oriented 
in a restrictive direction during the first quarter of 1969, 
when it became clear that growth would exceed expec- 
tations. The revenue from the export tax, and also some 
expenditures, were blocked. But the restrictive effect 
was accentuated by the automatic rise in tax revenues. 
In the United Kingdom, fiscal policy was set on a re- 
trictive course by the budget of April 1969. Both revenue 
and expenditure development contributed; the increase 
in revenue from indirect taxes (relative to GNP 1968) 
was bigger than in any other country except France. 


It may be noted that the increase in total revenue of 
general government was equivalent to more than the 
GNP-increase (at current prices) in the United Kingdom 
and was between 40 and 70 per cent as much in Austria, 
western Germany, Norway and Sweden. In other coun- 
tries, the percentage was lower, but particularly small in 


36 In principle, total current revenue less total current expenditure, 
for general government including social insurance. In principle 
all transactions on the credit-market are excluded, such as govern- 
ment lending, and all foreign transactions. Investments are net 
investment, excluding nationalized industries and government 
enterprises. The exceptions are, however, many. See notes to table 9 
for the main exceptions and sources. 

37 Broadly speaking, the multiplier for real expenditure on goods 
and services could be said to approach 2 and that for transfers and 
taxes about 1. 
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Switzerland, where the automatic tax response to income 
Increases 1s not enough to counterbalance even rather 
moderate expenditure increases on goods and services. 


Policy measures undertaken by central governments 
in the course of 1969 were mainly restrictive. (For a 
summary, see the calendar of policy measures which 
follows.) 


The outlook for 1970 


The published budgets or forecasts for 1970 show a 
general tendency to strengthen over-all financial Ба!апсез.38 
There are two exceptions only: Italy and Norway. In 
Italy the deficit on the over-all balance is expected to 
increase by an amount corresponding to 1.4 per cent of 
GNP and in Norway by almost 2 per cent of GNP. 


It can be seen from the table that tax revenues are 
expected to increase approximately at the same rate as 
in 1969. In Norway, however, there will be a considerable 
shift from direct to indirect taxation associated with the 
change to value added tax, and the over-all expansionary 
tendency in this country must be seen in this light: the 
heavy increase in transfer payments and some reductions 
in income-tax are intended to balance an expected rise 
in the consumer price level by about 6 per cent. In 
Denmark also the tax system has been reformed: the 
effect of a change to a pay-as-you-earn system in 1970 will 
produce heavy increases in the revenue from direct taxes, 
in contrast to 1969. In western Germany, the amount of 
indirect taxes is expected to increase markedly more 
slowly than in 1969, because of the removal of the export 
tax. In France, the change indicated in the table is still 
slightly restrictive by contrast with the strongly restric- 
tive influence of the changes in 1969. 


The desired restrictive effects are planned to be carried 
out by reductions in the rate of increase in expenditure 
in several countries—apparently founded on a forecast 
of rather low price increases in public expenditure on 
goods and services. Only in France and western Germany 
are important cuts in the growth of the volume of ex- 
penditure expected. 


A rough allowance for multiplier effects leads to the 
conclusion that the total impact of the planned changes 
in public finance in 1970—in those countries for which 
figures are given in table 9—would be clearly restrictive 
in Austria, France and western Germany. It would be 
mildly expansionary in Sweden, clearly expansionary in 
Italy and more or less neutral in the rest. The actual 
outcome will however be highly dependent on the “ auto- 
matic’? changes, and this year particularly on changes 
connected with wage and price developments. 


It emerges from the analysis above that, although the 
general direction of the 1970 budgets is restrictive, their 
impact on the growth rate of the economies is very small, 
especially in relation to the slowing down of output and 
demand which is incorporated in the national forecasts for 
most of these countries. 


38 For France, Italy and Switzerland estimates for central govern- 
ment only are available. The United Kingdom budget was presented 
after this SuRVEY went to press and is summarized on page 135. 
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TABLE 10 


Summary of apparent intent of major policy measures taken in 1969 and first two months 1970 
ae Se ey eS SS Eee 


Restrictive Expansionary 

Seen, ee ми, о Е” poe eee ны 
ee в es В ee SSS Se eee 
TAUSthia ee: о ОИ 4 345 4 2 
А о ро оова РЕ 1234 4¢ Be 
Denmark i i ames Fa 2 5 iy GA 3 4 
inland en ees 5) 3 3 ae 2 1 
таро и 3 25354 3 4 5 
Western Germany ... 283 5 23 5 1 
Treland 5 2¢ 
Italy. о 5 4 3 af? 
Neth etland осоово 129 ily 2B 5 2 3 В 
МАНЕ 6 4 co a oo 8 54 345 4 4 5 
Sweden № оо бо ово 5 1 3 b) 
Switzerland со ооо 5 3 5 4 
United Kingdom... . 12 1298 4 2 
ЕЕ ЕЕ МЫ 
Note. — 1 = first quarter 1969; 2 = second quarter 1969; 3 = third quarter с Neutral. 
1969; 4 = fourth quarter 1969; 5 = first quarter 1970. 4 Introduction of value added tax. 


A Ra oe 9 aes е Postponement of introduction of value added tax. 
@ Specific measures coming into effect in quarter indicated. р 


Ь Over-all intended effect at time of announcement. 


A calendar of economic policy measures in industrial March-April 1969: Discount rate increased from 4.5 to 5 per 
west European countries : 1969—early 1970 cent, and further from 5 to 5.5 per cent. 
April 1969: National Bank imposed credit restrictions. 
AUSTRIA May 1969: Discount rate raised to 6 per cent. 
June 1969: Hire-purchase terms and maximum repayment 
Fiscal policy periods for personal bank loans shortened. 


July 1969: Discount rate raised from 6 to 7 per cent. 

August 1969: Credit policy tightened, including lowering of 
rediscount ceilings. 

September 1969: Credit policy tightened further. Discount 
rate raised from 7 to 7! per cent. 

November 1969: Hire-purchase credit tightened further. 


January 1969: 10 per cent surtax levied on income, wage and 
company taxes. Increase in special property tax. 

October 1969: 1970 Budget approved (restrictive). 

November 1969: To counter inflationary tendencies after DM 
revaluation: import duties reduced; reduction of import equali- 
zation tax; increased import quotas. 

WMonetanyand creda? policy Exchange control, etc. 


November 1969: Certain imports liberalized (particularly prod- 


April 1969: Interest rates on time deposits and government loans 
ucts from eastern Europe). 


raised. 
May 1969: Minimum cash reserve requirements lowered. 
September 1969: Discount rate raised from 334 to 434 per cent. 
October 1969: Following DM revaluation, minimum reserve 
ratios increased. 
January 1970: Discount rate raised from 434, to 5 per cent. 


DENMARK 


Fiscal policy 


May 1969: Increase in tax on gasoline; higher taxes on motor- 
vehicles; increased rates and fares affecting communications and 
transportation; cuts in government expenditures. 

November 1969: 1970 Budget provides for increase in income- 
tax in conjunction with change-over to pay-as-you-earn system 

May 1969: BF 7.5 billion tranche conjoncturelle of public ex- (January 1970); designed to slow down consumption expenditure 
penditure renounced, and current expenditure reduced. January 1970; Change-over in taxation system goes into effect; 

September 1969: Postponement of introduction of value-added 30 per cent withholding tax imposed on individual income. 

Tax to January 1971. 


BELGIUM 


Fiscal policy 


October 1969: 1970 Budget presented (not intended to give any Monetary and credit policy 
additional stimulus to economic activity). : . 

November 1969: Tax rebates for certain exports reduced. Marchi 1967- Discount rate raised aoe Oe a ese 

January 1970: Tax rebates for certain other exports reduced. Ace 1969: 20 per cent of growth in bank liabilities to be de- 
posited with Central Bank. Discount rate raised from 8 to 9 per 

Monetary and credit policy cent. Controls imposed on financing of repayments of foreign 

debts. 

January 1969: Abolishment of preferential discount rate ‘for September 1969; Banks to deposit 30 per cent of liabilities with 


export bills for EEC countries. Central Bank. 
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Price and incomes policy 


July 1969: Upon expiration of general price controls, selective 
temporary price freeze imposed, i.e. on building and construction, 
road and rail transport and telephone services. 


Exchange control, etc. 


October 1969: Liberalization of imports (particularly products 
from eastern Europe). 


FINLAND 
Fiscal policy 


April 1969: Elimination of remaining levy of exports (introduced 
on 2! October 1967 following devaluation of the mark; since 
then gradually reduced). 

September 1969: 1970 Budget designed to be neutral with 
respect to over-all demand. Post and telegraph charges raised. 

November 1969: To reduce cyclical fluctuations, establishment 
of a reserve through which budgetary funds can be paid into 
ree account during upswing. In-payments to begin first quarter 


Monetary and credit policy 


March 1969: Instalment credit controls eased on motor-vehicles 
and removed on other consumers’ goods. 
September 1969: Credit institutions to limit increase in advances. 


Price and incomes policy 


September 1969: General wage stabilization agreement; provided 
for termination of index linkage arrangements and prolonged 
limitations оп wage increases, prices and tax rates to end 1970. 
The new agreement provides increases in wages and other benefits 
‘by 4!4 per cent in 1970 (in line with increase in productivity). 
To consolidate benefits, establishment of permanent procedures for 
restraint in incomes negotiations is envisaged. 


FRANCE 
Fiscal policy 


January 1969: New rates of value-added tax (average in- 
crease 15-16 per cent) came into effect. Ceiling for wages liable 
for social security contributions raised and pensions increased 
by 4 per cent. Postal tariffs increased. 

July 1969; Government froze half of all public investment for 
second half of 1969. 

September 1969: Measures introduced to support devaluation 
included: further freezing of public investment, special tax for 
banks of 0.75 of deposits, proportion of corporate tax liability to 
be paid in fiscal year increased. 10 per cent tax rebate withdrawn 
on new orders; less tax relief on account of depreciation; special 
provisions offered on some savings deposits. 

October 1969: 1970 Budget foresees a small surplus on the over- 
all balance. 5.6 per cent cut in capital expenditure; revenue to 
increase by 11 per cent; ceilings on income-tax brackets raised 
and alterations proposed in value-added tax. 

December 1969: value-added tax on processed foods reduced 
from 17.6 to 7.5 per cent. 


Monetary and credit policy 


May 1969: Banks instructed to limit the increase in credit to 
end-1969. Hire purchase regulations tightened. 

June 1969: Discount rate raised from 6 to 7 per cent and mini- 
mum reserve ratios lowered. 

July 1969: Quantitative restrictions on bank credit extended 
to end-1969. 


August 1969: Hire purchase regulations tightened further. 
September 1969; Interest rates on loans to local authorities 
increased from 7 to 8 per cent. 

October 1969: Discount rate raised from 7 to 8 per cent. 

November 1969: Quantitative limits on bank credit expansion 
extended until June 1970. 

January 1970; Hire purchase restrictions eased. 


Price and incomes policy 


April 1969: Steps taken to increase income of lower income 
group; partial unemployment indemnity increased; old-age pensions 
increased by 4.5 per cent; minimum wages raised by 2.33 per 
cent. Wages in nationalized sectors increased by 2 per cent. 

August 1969: Industrial prices and commercial profit margins 
frozen until 15 september. 

September 1969: Price freeze replaced by system of surveillance. 

October 1969; Minimum hourly wage increased to 3.8 per cent 
(from 2.5 per cent); salaries of public employees increased by 3 
per cent; old-age pensions increased. 

November 1969: Minimum guaranteed wage replaced by mini- 
mum growth wage, to take into account general economic devel- 
opments. 


Exchange rates, exchange control, etc. 


January 1969; Remaining quota restrictions on imports abol- 
ished as scheduled. Banks required to reduce net position in 
foreign currencies by 31 January. 

August 1969: French franc devalued by 11.11 per cent; regu- 
lations on transactions in foreign activities eased. 


WESTERN GERMANY 
Fiscal policy 


February 1969: Economic policy of 1969 designed to support 
domestic demand. Net additional tax revenue due to border tax 
adjustment for use in structural adjustment; growth of total 
public expenditure increased from 7 to 8.5 per cent. 

March 1969: Economic policy for 1969 altered. Revenue from 
border taxes not to be spent; deferment of other planned public 
expenditure; speeding up of enterprises’ tax payments. Excess 
revenue used for reduction of scheduled borrowing. 

July 1969: Indefinite prolongation of 4 per cent border tax 
adjustment (previously to expire March 1970). Blocking of public 
expenditure extended to end-1969. 

October 1969: 4 per cent border tax abolished. 

January 1970: Stabilization programme announced; public 
expenditure to be limited to an 8.8 per cent increase; proposed 
tax amendment relief postponed until July 1970 and January 1971. 
1970 Budget—follows lines of stabilization programme. 


Monetary and credit policy 


April 1969: Discount rate increased from 3 to 4 per cent. 

June 1969: Discount rate raised from 4 to 5 per cent. Increase 
in minimum reserve ratios. 

July 1969: Minimum reserve ratios for all liabilities increased. 

September 1969: Discount rate raised from 5 to 6 per cent. 

November 1969: Minimum reserve ratios lowered, in particular 
for foreign liabilities. 

December 1969: Regulations prohibiting interest payments on 
non-residents’ deposits abolished. 


Exchange rates, exchange control, etc. 


January 1969: Banks acceptance of foreign funds no longer 
requires authorization. 

May 1969: Deutschebundesbank empowered to raise minimum 
reserve ratio on deposits of non-residents (not to exceed 100 per cent). 
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September 1969: 25-29 Bank holdings of DM exchanged at 
‘* free-floating ’’ rate. 

October 1969: Levy put on all agricultural imports. 
ation of the Deutsche Mark—by 9.3 per cent. 


Revalu- 


TRELAND 
Fiscal policy 


April 1969: 1969/70 Budget provided increases in indirect tax, 
concession in income-tax. 


Monetary and credit policy 


January 1970; Hire purchase regulations tightened. 


ITALY 
Fiscal policy 


February 1969: New pension programme announced providing 
significant increases. 

July 1969: Taxes on cigarettes raised. Fiscal budget proposals 
Гог 1970 approved by Government. Budget deficit to be increased. 

December 1969 : Italy authorized by EEC to postpone introduction 
of value-added tax from 1 January 1970 to 1 January 1972; tax 
reimbursement rates for exported engineering goods to be cut 
before end-1971. 

Monetary and credit policy 


March 1969: Banks to reduce net foreign assets in order to 
balance net foreign position by 30 June 1969. 

August 1969; Discount rate raised from 3.5 to 4 per cent. 

November 1969: Maximum interest rate payable on five-year 
time deposits raised to 6 per cent. 

January 1970: Interest rate on mortgage bonds raised from 5 to 
6 per cent. (State to cover difference in certain cases.) 

February 1970: The payment in foreign currencies of Italian bank 
notes coming from abroad centralized by the Bank of Italy. 
Commercial credits for exports reduced from one year to four 


months. Pre-payments for imports reduced from one year to 
30 days. 
Price and incomes policy 
November 1969: Rent freeze prolonged from end-1969 to 
end-1970. 
NETHERLANDS 
Fiscal policy 


January 1969: Suspension of tax incentives for private industry 
extended to January 1970. 

April 1969: Tax relief on company investment (in connexion 
with change-over to value-added tax in January 1969) abolished. 

July 1969: Excise taxes on petrol, petroleum, beer, wine and 
spirits increased by 10 per cent. 

September 1969: 1970 Budget increases in indirect taxes, 
standard rate of TVA to be increased as from July 1970. C 
compensatory relief in direct taxes. 


5. Ie. 
ertain 


Monetary and credit policy 


January’ 1969: Special interim investment allowances reduced. 
Hire-purchase conditions tightened. 

April 1969: Discount rate raised from 5 to 5№ per cent. 

July 1969: Banks requested to observe certain limits in their 
net foreign assets. 

August 1969 : Discount rate raised from 5 to 6 per cent. 

September 1969: Ceiling on short-term credit to the private 
sector imposed. 

January 1970: Quantitative restrictions on expansion of short- 
term credit extended to the first four months of 1970. 


Price and incomes policy 


March 1969: Minimum wage increased for a second time in 
1969 as a result of rise in prices. 

April 1969: General price freeze on goods and services imposed. 

July 1969: Minimum wage increased for third time in 1969. 

September 1969: General price freeze on goods and services 
introduced last April, relaxed. Increases in costs resulting from 
increases in import prices and in taxes may be passed on to 
customers. 


NORWAY 
Fiscal policy 


October 1969: 1970 Budget provided for significant increase in 
public expenditure and an increase in the over-all budget deficit 
by 1,200 million kroner. 

January 1970; Introduction of 20 per cent value-added tax 
(to replace 13.64 per cent turnover tax). 11 per cent tax on in- 
vestment goods; income-tax burden reduced with easing of pro- 
gression and more generous deduction allowances; pensions and 
benefits increased. 


Monetary and credit policy 


August 1969: Commercial banks requested to refrain from 
approving credit applications designed to retain exchange earnings 
or accelerate foreign settlements. 

September 1969: Discount rate raised from 3 to 414 per cent. 

November 1969 : Liquidity ratio for commercial banks to be raised. 

January 1970: Banks required temporarily to maintain minimum 
primary liquid reserves. 


Price and incomes policy 


September and October 1969: Price freeze applied until end- 
December to all domestic goods and profits in anticipation of 
change-over to value-added tax January 1970. After January, 
price increase limited to 5.6 per cent. 

January 1970: Price freeze terminated. 


SWEDEN 
Fiscal policy 


January 1969: Turnover tax replaced by a value-added tax 
at same rate of 11.11 percent. 1969/70 (July/June Budget proposals 
presented. Budget deficit to decrease by 1,000 million Swedish 
kroner. 

January 1970: The 1970/71 (July/June) Budget proposals include 
increase in value-added tax from 10 to 14 per cent (February 1970) 
for certain durable consumers’ goods and (from January 1971) 
for all other goods. Taxes on tobacco and beer raised. 


Monetary and credit policy 


February 1969: Discount rate increased from 5 to 6 per cent. 

March 1969: Activation of cash-ratio law authorizing Central 
Bank to charge penalty interest on the amounts by which the 
Bank falls short of required liquidity ratio. 

July 1969: Discount rate raised from 6 to 7 per cent. 

August 1969: Under cash-ratio law, banks required to place 
equivalent of 1 per cent total deposit liabilities on non-interest- 
bearing account with Central Bank and to pay penalty of 3 per 
cent above discount rate on any shortfall. Quantitative borrowing 
ceilings for individual banks introduced for first time. 


Exchange control, etc. 
January 1969: Restrictions tightened on foreign capital trans- 
actions. 
September 1969: Further restrictions on capital movements 
implemented in order to stabilize foreign exchange reserves. 
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SWITZERLAND 
Fiscal policy 


January 1969: Social security pensions increased by one-third. 
Taxes on spirits raised on average by 50 per cent. 

October 1969: 1970 Budget designed to counteract anticipated 
strong demand and cost price pressures. Growth of expenditures 
to be kept down to 4.7 per cent. 

January 1970: A stabilization programme to include an acceler- 
ation of tariff reductions, postponement of certain public in- 
vestments; a 5 per cent export levy is under consideration. 


Monetary and credit policy 


September 1969: National bank and majority of banks reach 
agreement on minimum reserve deposits and permissible credit 
expansion. Major banks increase interest on cash certificates 
by Ш per cent. Discount rate raised from 3 to 334 per cent. 

January 1970: Rate of credit expansion, authorized under 
September 1969 agreement, to be reduced. 


Price and incomes policy 


March 1969: Enterprises to reduce number of foreign workers 
with renewable work permits by 2 per cent. 


UNITED KINGDOM 
Fiscal policy 


February 1969: Estimates for public expenditure, in volume, 
show government intent to restrain growth of expenditure to 1 
per cent in 1969/70, and to 2 per cent in 1970/71. 


April 1969: 1969/70 Budget. Corporation tax raised from 42.5 
to 45 per cent; increased taxes on wines and hydro-carbon oils; 
purchase tax rates increased by 114 to 5 per cent and extended to 
additional goods; selective employment tax increased; certain 
income-tax allowances raised and relief given to lower incomes; 
interest charges on wide range of personal borrowing no longer 
qualify for tax relief. 


Monetary and credit policy 


February 1969: Bank rate raised from 7 to 8 per cent. 

June 1969: Chancellor announced targets for 1969/70 of 
£300 million surplus on the balance of payments; maximum in- 
crease of 1 per cent in real public expenditure over 1968/69 planned 
levels; and £400 million limit imposed on domestic credit expansion. 

September 1969: Clearing banks increase lending rates by 14 
per cent as from 1 October, to reduce current pressure on bank 
lending. 


Price and incomes policy 


December 1969: White Paper on prices and incomes suggests 
range of 214 to 414 per cent as appropriate for most annual wage 
increases; it proposes a return to the early warning system on 
expiration of the present legislation. 


Exchange control, etc. 


July 1969: Bank of England to co-ordinate and control the 
flow of foreign currency and borrowing by nationalized industries 
and local authorities. 

October 1969: Import deposit scheme extended to 5 December 
1970. Rate of deposit to be reduced from 50 to 40 per cent. 

January 1970: Restrictions on tourist expenditure abroad eased. 


4. INTERNATIONAL TRADE AND PAYMENTS 


(i) General description of trade flows 


In 1969 the growth of world trade again surpassed 
expectations. In early 1968 most governments had 
viewed the prospective growth of world trade in that year 
with considerable caution but the outcome was not only 
an acceleration of trade growth in volume terms but also 
an increase in the foreign trade elasticities.2® Similarly, 
early in 1969 most forecasters expected that the growth 
of international trade in that year would exert a less 
powerful impetus to general economic expansion than 
did the “‘ altogether exceptional ’’ growth of world trade 
in 1968.40 In fact, while world output growth in 1969 was 
somewhat less than in the preceding year, the volume of 
world trade increased at very nearly the same high rate 
as in 1968.4! In value, world trade growth in 1969 ex- 
ceeded that recorded in 1968; the increase was 13-14 per 
cent (judged from data covering three quarters), including 
an increase in the average unit values of internationally 
traded goods of sorne 3 per cent, compared with a decline 


39 See the Survey for 1968, chapter I, р. 37. 
"ОР. Cite Tos Sill 


1 Provisional data covering the first three quarters, on the growth 
of manufacturing output in the market economies, show a slight 
acceleration of growth. However, production losses in Italy during 
the last quarter 1969, stagnation in the United States and in general 
lower growth rates towards the end of the year indicate that growth 
for the full year will be less than between 1967 and 1968. 


in the two preceding years. (See table 11.) It is likely 
that the unit value increase will be found to have been 
somewhat bigger when data for the full year 1969 become 
available.” 

The “price”? developments between 1967 and 1968 
were to some extent influenced by the devaluations 
towards the end of 1967, the effect of which was to hold 
down dollar prices which might otherwise have risen in 
sympathy with the acceleration of economic activity in 
developed countries. The price increases in 1969 contain, 
on the other hand, a certain element of catching-up in 
export prices in the countries which had devalued. 

In 1969, primary commodities, as a group, and manu- 
factures benefited from rising export prices. Not all 
primary commodities were affected, however: there 
were no general price increases for fuels, cereals and 
textile fibres. For some fats and oils and for cocoa and 
sugar, export prices rose significantly in 1969, but the 
largest price changes were in base metals, steel as well 
as non-ferrous. In other groups, too, the high level of 


42 According to United Nations statistics the average unit values 
of the market economies’ exports of manufactures increased by 
3 per cent between the third quarter 1968 and the third quarter 
1969; for all primary commodities the corresponding increase was 
6 per cent. (See United Nations, Monthly Bulletin of Statistics, 
February 1970—Selected series of world statistics.) 


TABLE 11 


World trade growth 


(Annual percentage changes) 


eee ee 


Volumes Implied price changes а 


Values 
Year Total World — 
world trade (excluding Class Ш) 
Imports Exports 
О се 4.6 4.3 4.7 
G2 сос 55 6.1 4.8 
WON) в be 8.8 8.6 yy 
И он В 22 12.3 
LOG Seon 8.3 8.6 8.3 
1966 2 9.2 9.9 9:7 
XS вес 5.4 5.0 2h 
ENTS! ea | 11.2 11.8 
19697, 14.0 12.9 14.1 
Sources es 


а Note that volume growth is calculated from index 
consequently uncertain within rather wide limits. 
Ь Based on data for January-September. 


World 
(excluding Class II1) 


и orld 
(excluding Class III) 


Imports Exports Imports Exports 
4.8 4.8 =e) == 
6.9 5.7 —0:7 = 
7.5 TS 1.0 1.6 
10.0 10.0 2.0 2.1 
tee 1-3 12 0.9 
8.5 7.6 1.3 2.0 
5.Э 4.7 — 05 0.4 

11.9 12.0 —0.6 =). 
eS в 3 2.3 


United Nations, Yearbook of International Trade Statistics; United Nations, Monthly Bulletin of Statistics. 
numbers given without decimals; the implied price changes are 
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economic activity in 1969 resulted in a price recovery, as 
for forestry products (sawnwood, pulp, paper). 


The dynamic centre of world trade growth shifted in 
1969 from North America to the other developed western 
countries, particularly western Europe, but there was 
also some acceleration in imports into the developing 
countries, as well as into eastern Europe. While economic 
growth in North America slowed down, there was an 
acceleration in western Europe and in Australia, New 
Zealand and South Africa, while Japan maintained its 
high growth rate. 


As is shown in table 12, based on data covering 
the first three quarters of 1969, the value of intra-west 
European trade increased by over 20 per cenit in 1969, 
almost twice as fast as in 1968, whereas west European 
exports to the rest of the world increased more slowly 
than in 1968. This latter development resulted almost 
entirely from the reduction in export growth to North 
America from 23 per cent in 1968 to 5 per cent in 1969. 
Exports to all extra-west European countries other than 
North America, on the other hand, increased faster in 
1969 (by some 12 per cent) than in 1968 (8 per cent). 
This acceleration affected exports to other overseas de- 
veloped countries as well as to developing countries in 
Africa and exports to eastern Europe also grew faster 
than in 1968. Nevertheless, some four-fifths of western 
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Europe’s export expansion in 1969 consisted in higher 
intra-trade; in the immediately preceding years this pro- 
portion had been substantially less as west European 


exports to the rest of the world had grown faster than 
intra-trade. 


The acceleration of west European economic growth 
in 1969 was reflected in the faster increase in imports 
from the rest of the world, from 8 per cent in 1968 to 12 
per cent in 1969 (in 1967 these imports had hardly grown 
at all). This acceleration affected all the countries or 
regions identified in table 12, except developing Asia. 
In 1969 the latter region’s export expansion was largely 
directed to Japan, whereas its major European customer, 
the United Kingdom, increased imports relatively little 
(see table 13). The relatively largest changes occurred 
in imports from Latin America (and mainland China) 
reflecting the resumption of copper exports after the 
strikes in the Chilean mines in 1968, and of meat exports 
from Argentina, as well as higher prices for coffee and 
cocoa. There was also an acceleration in west European 
import growth from eastern Europe, notably from 
Hungary and Czechoslovakia; judging from incomplete 
data, imports of manufactures increased particularly fast. 


The expansion of intra-west European trade in 1969 
affected most of the 342 individual trade flows, with, 
however, the EEC countries generally recording both 


TABLE 12 


Western Europe’s @ trade by area of origin and destination 


(Millions of current dollars and percentage change over corresponding period of previous year) 


Imports c.i.f. Exports f.o.b. 
Percentage change Percentage change 
Area of origin for imports and = 
Е Heide tes 9 1969 1968 1969 

of destination for exports ee ve ites yee ae a 

First January- First January- 

half September half | September 

= В 7 
Western Europe? . | 66057 5 И 23 22 65 127 5 И 23 22 

of which: 

Е ЕС 43 537 5 13 26 24 38 484 4 15 28 26 
EFTA and Finland . 19 344 3 8 17 18 21 489 6 6 a - 
Rest of western Europe 3 176 8 7 15 18 5 154 6 6 2 2 

Rest of the World 44 348 | 8 13 12 36 980 6 12 11 10 
of which: - se 

United States and Canada . 13 802 —1 8 11 He г te . : й = 

Eastern Europe © and Soviet Union . 4757 4 6 11 1 8 : 5) 
Japan eee a 7 10 12 14 14 1 123 40 5 

stralia, New Zealand, South | 
ae 3 032 —6 4 | 11 3 183 4 - 8 8 
: : В 7 

China (mainland) . 376 —7 —4 21 21 55 29 | 7 10 

Developing countries 205792 2 8 14 13 15 556 | 12 16 15 

ev х 

а 5115 Mm 2s 13 15 4416 4 14 14 13 
ия 7526 14 20 19 4985 3 8 19 16 
ae | 8 060 5 И 9 6 6 028 2 13 15 15 

She ie с ar oe ut oem AiO a О д : Е : Z т. i 
Total World (including unspecified) . 110 405 3 10 19 18 102 107 
isti . : Series Dver-all trade by countries; Ь Including Gibraltar and Malta. 
аа ны ри аш с Excluding the trade between eastern and western Germany 
and nati tics. 


a For the United Kingdom and Ireland, general exports, including re-exports. 
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higher import and export growth than the others. There 
/ was a particularly fast expansion in intra-EEC trade, by 

28 per cent between J anuary-September 1968 and January- 
September 1969. Intra-trade among the EFTA countries 
mcreased by not much more than half that rate, largely 
through the slow growth of imports into the United 
Kingdom. The fastest growth, however, related to the 
smallest of the intra-west European trade flows—trade 
among the countries outside the EEC and EFTA— 
concentrated on exports from Spain and Turkey and on 
imports into Yugoslavia and Turkey. 


Intra-west European trade 


( Percentage changes based on exporters’ data in current prices) 


Exports to: EFTA Rest of Total 
р ЕЕС (including western western 
from: Finland) Europe Europe 
EEC 
1957 to 1967 а Ты Ts) 12.7 11.2 
1967 to 1968 18.0 7.0 3.3 337 
1968 to 19695 28.2 13.5 19.2 23.6 
EFTA (including Finland) 
LOS (ONICHA eee | 6.5 9.2 8.7 8.0 
1967 101968 .... 9.9 6.0 8.9 8.0 
1968 to 1969 © 19.0 15 221 17.8 
Rest of western Europe 
обе =f a 9.6 7.1 deal 8.3 
LOG) TONGGS pote ae 102 3.0 19.9 2 
1968 to 19695 28.3 7.8 34.1 18.7 
Total western Europe 
1957 to 1967 4 11.0 8.3 11.0 10.0 
1967 to 1968 SS) 6.4 Saf ГИ 
1968 to 19695 26.2 14.1 20.7 217 


Sources: OECD, Foreign Trade, Series A, Over-all trade by countries; and 
national statistics for Finland. 

a Compound rate of change between 1957 and 1967. 

Ь Development between first three quarters of 1968 and 1969. 


As was shown above, 1969 was marked in western 
Europe by very fast economic growth. GDP in the in- 
dustrial west European countries grew by about 6 per 
cent and industrial output by almost 9 per cent. Simi- 
larly fast growth rates occurred in 1951, 1955 and 1960, 
each time accompanied by fast growth in the volume of 
west European imports. As in earlier years of fast pro- 
duction growth, the import elasticity against GDP 
growth, in volume terms, was in 1969 as high as 2.3, 
compared with about 2 in 1968 and only 1.3 in 1967.° 

43 These elasticities relate to total merchandise imports, that is 
including intra-west European trade. That the import elasticities in 
the individual countries were higher in 1968 and/or 1969 than the 


One reason for the high import elasticities in boom 
periods is that an acceleration of economic growth is 
accompanied by fast wage and price increases. Although 
prices in international trade increased in 1969 by some 
3 per cent (in the two preceding years prices had tended 
to fall), domestic prices increased considerably more. 
Thus the price advantages of imports are revealed particu- 
larly in years of exceptionally high economic growth. 
This is in itself a reflection of the benefits of international 
specialization and trade: for any one individual country, 
however big, the still larger world market has more 
elastic supply conditions. In a period of above-average 
economic growth, when delivery periods tend to lengthen 
and temporary and specific bottlenecks are created, 
international trade consists increasingly of product 
swapping between and within industries. This is particu- 
larly important for capital equipment, and in most west 
European countries industrial investments were advancing 
rapidly in 1969. 

Furthermore, as prices of internationally traded pri- 
mary commodities as well as of semi-finished manu- 
factures tended to increase, most countries aimed at 
increasing their inventories. In particular, France, the 
Netherlands and Sweden report substantial additions to 
inventories in 1969. 


Among the more specific reasons for trade growth in 
1969 were that strikes in the Chilean copper mines had 
reduced world trade in copper in 1968, and several 
countries restricted imports of motor-cars in various 
ways in that year so that an exceptionally big increase in 
intra-west European trade in cars occurred in 1969. 


corresponding elasticities for the whole period 1953 to 1967 is shown 
in the table below: 

The elasticity of volume growth of imports 

with respect to volume growth of GDP 


1953 1967 1968 
to to to 

1967 а 1968 1969 6 
PURGE 9 6 6 oo 6 212 3.0 р 
Belgium . 7255) 4.8 De 
Denmark. 2.0 0.9 2.3 
Finland 11 1.9 Dey 
France . eee 1.8 3 2.4 
Western Germany. . 1.9 2.4 2.4 
Ireland. Sate 2.4 3.4 ahs 
Italy. . 25 1.0 3.4 
Netherlands Я 23 Sel 
Norway ¢ i ig ae 5 1.8 3.6 
Sweden ...... Nari Del Be 
Switzerland. on. a Dee By? 
United Kingdom . . 15Я/ 3.1 В. 


а Based оп comparison between the 1953-1957 and the 1963-1967 averages. 

b While import values refer to the full year the price deflator refers to the January- 
September period. 

с Excluding ships. 


(ii) The impact of the 1967 devaluations on trade of the devaluing countries 


Judged by the rates of growth of total trade between 
1967 and 1969, the experience of the five major 
European countries that devalued in 1967 has differec 


44 Finland by 23.8 per cent in October, the United Kingdor 
Ireland and Spain by 14.3 per cent and Denmark by 1.9 per cent 
in November. Because a large proportion of the trade of Denmark, 


very considerably. Ireland’s imports, for instance, in- 
creased at well over twice the rate of the United 
Kingdom’s, while the rate of growth of Spain’s exports 


Finland and especially of Ireland is with the United Kingdom, their 
effective or average devaluations were appreciably smaller than the 
nominal rates. 
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was almost three times as large as Ireland’s. Spain was 
the only devaluing country to exceed the rate of growth, 
in terms of value, of western Europe’s total exports (the 
very large increase in the area’s total exports, however, 
was due in large part to the exceptionally big increase in 
intra-EEC trade). 


Increases in imports and exports (dollar values) 
and GDP (volume), 1967 to 1969 


( Percentages) 
ee ee ee ee ee ee ee 


Е Total 
United western 


Denmark Finland Ireland Spain Kingdom Europe 


Imports . Ds WO 95 Ba 132 2 
ExXpoOnisien 19.6 30.0 13,3 38.53 21.7 30.8 
GDP оборо Oe e 100 8 ПЗ, 5.0 
Elasticity of import to 
GDP эго... 2.0 iL) 3.6 17 2.6 
lh) Coy (nm) (33) (hes) 
Elasticity of export to 
GDP growth® ... 1.8 2.8 LS BO Ae 
gS) Wi) (AQ) Chay le) 
a GNP 


b Elasticities (trade in value, GDP in volume) for the period 1953-1957 to 1963- 
1967 in parentheses. See ‘‘ Trade dependence in European countries, 1953 to 1967”, 
Economic Bulletin for Europe, Vo\.21 No.1, Part В, table 1. The corresponding 
elasticities for imports in volume terms are given in footnote 43 above. 


In the first two years after devaluation the elasticities 
of total import growth (in terms of dollar values) with 
respect to GDP growth (volume) were almost 2—close 
to those in the 1953-1957 to 1963-1967 period—in 
Denmark and Finland, while in the United Kingdom 
(2%) and in Ireland (314) they were well above the longer- 
term rates. Only in Spain was the import elasticity 
significantly lower after devaluation than the average in 
the preceding period. Thus devaluation appears to have 
had little if any impact on import growth in the past 
two years, except in Spain. The corresponding export 
elasticities were well above the longer-term levels in 
Finland, Spain and the United Kingdom, but about the 
same in Denmark and substantially lower in Ireland. 


Some data are presented below on the impact of de- 
valuation on these countries’ trade and on the differences 
between them.*®? The data are in terms of dollar values 
and the period covered is the first nine months of 1967 
to first nine months 1969: the growth rates of total im- 
ports and of exports were of the same order of magnitude 
in the nine-month and the annual periods (shown above), 
apart from Finnish and Spanish imports and British 
exports, where the growth rates were markedly higher 
for the annual than the nine-monthly comparisons. 


Exports 


Spain was the only country to show substantially lower 
dollar prices of exports in the first three quarters of 1969 
than in the period immediately before devaluation. 
It was also the country with much the largest increase in 
export volume: between the first three quarters of 1967 


15 Рог a description of the initial response of French and west 
German foreign trade prices to their 1969 exchange rate changes, 
see section 5 (i) below. 


Exports: changes between first three quarters 1967 
and first three quarters 1969 


(Percentages) 


А 
Ё 71 
Denmark Finland Ireland Spain ое ghee 


Prices in terms of: 


National currencies . 6 29 13 2 11 
ОА 5 5 ee SP —2 —3 —13 =p) PEE 
Мое spear wer, cae ee 27 15 55 20 264 
Values: total .... 19 25 10 37 14 28 
manufactures? . . . 36 32 37 73 16 33 
non-manufactures. 3 13 1 a 6 13 


a Total western developed countries. 
b SITC 5-8; non-manufactures, SITC 0-4. 


and of 1969 its growth was twice the average for all 
western developed countries, whereas the volume growth 
of exports for the other four countries was either near or 
below average in this period. 


As would be expected, manufactured goods accounted 
for most of the increase in the dollar values of exports; 
in part this was simply a reflection of the faster growth 
of world trade in manufactures than in other commodities, 
a tendency particularly marked during periods of fast 
expansion such as the past two years. The over-all export 
growth rates were brought down by the relatively small 
increase of non-manufactures where, apart from Finland, 
the rates of increase were well below the average for 
western developed countries. 


The commodity pattern of growth within total manu- 
factures varied significantly between the five countries, a 
pattern partly explained by the tendency for growth 
rates to be largest where the initial level is lowest. 


Among the non-manufactured commodity divisions, 
the exports of Denmark, Ireland and Spain are of course 
overwhelmingly concentrated in agricultural products. 
Devaluation appears to have had virtually no impact on 
the dollar value of this trade, apart from small initial 
declines due to lower dollar prices (for Ireland and 
Denmark, mainly in exports to the United Kingdom). 
Changes in the volume of agricultural exports largely 
reflected changes in foreign demand conditions. 


Increases in dollar values of manufactured exports, 
first three quarters 1967 to first three quarters 1969 


(Percentages; values in $10 millions in first 
three quarters 1967 in parentheses) 


ee 
United Total 


D с Fi р ; J 
enmark Finland Ireland брат Kingdom OECD 


Chemicals.) 61 43 83 19 1135 29 
(11) (2) (2) C7) (910) 

Semi-manufactures . . 8) 22 25 72 17 30 
(152) (<) (0) (02) 


Machinery and 
transport equipment 29 49 26 100 14 36 


(42) (15) (3) (12) (456) 
Miscellaneous .... 37 79 41 78 24 36 
(16) (5) <) CU) (97) 
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Тре devaluation also had little effect on Finland’s 
/exports of wood and pulp, prices adjusting almost im- 
mediately to world prices; the increase in 1969 in the 
dollar value of these exports (and hence of Finland’s 
total non-manufactured exports) seems to have been 
attributable to the improvement of world prices. Devalu- 
ation thus resulted in an acceleration in the shift towards 
manufactures in the exports of those four countries. This 
development was especially marked for Spain where the 
share of manufactures in total exports rose from 42 per 
cent in the first nine months of 1967 to 57 per cent in the 
first nine months of 1969; for Ireland the corresponding 
increase was from 30 to 36 per cent, for Denmark from 
46 to 53 per cent, and for Finland from 65 to 69 per cent. 


The market distribution of exports 


A substantial part of Ireland’s relatively poor export 
performance in the post-devaluation period can be 
attributed to its heavy dependence on the United Kingdom 
market. Not only did this market expand relatively slowly, 
but as both countries devalued by the same amount 
Ireland gained no price advantage over British domestic 
competitors. In the United States, the EEC and devel- 
oping countries, Ireland achieved rates of increase com- 
parable with those of the smaller devaluing countries. 


Percentage distribution of exports by main markets 
(First three quarters 1967) 


Exporting country 


Market Denmark Finland Ireland Spain United 

Kingdom 
Wnited Эа... . 7 6 9 15 12 
Во т... 23 23 9 33 19 
BETRAVE sm. uy ee 51 37 74 20 15 

of which: 

United Kingdom . 24 20 73 10 — 
Developing countries в 6 3 22 25 
Rest of world... . 10 28 5 10 30 


Percentage increase of exports to main markets 


(First three quarters 1967 to first three quarters 1969) 


Exporting country 


Market Denmark Finland Ireland Spain United Total 
Kingdom OECD 
United States .... 40 41 35 41 22 43 
1 EH EKO 3 GS ЕЕ 21 28 35 29 22, 394 
je ail Ve Alen ce 9 рис 15 34 1 28 12 17 
of which: 

United Kingdom . . 3 14 1 28 — 13 
Developing countries . 24 25 40 68 1] 23 
Rest of world. .... 10 ll 38 11 10 18 
ПЕЙ о бо вом № 25 10 37 14 28 


а Excluding intra-EEC trade: 27 per cent. 


Finland’s over-all export performance was adversely 
affected by its relatively heavy dependence on the east 
European market, which took over a fifth of its total 


exports before devaluation and to which the dollar value 
of Finland’s exports increased by only 3 per cent between 
the first three quarters of 1967 and of 1969. (None of the 
devaluing countries recorded increases of any note in 
eastern Europe; the time-lag between orders and delivery, 
in view of the concentration of demand on large scale 
sales of plant and equipment, probably precluded any real 
gains from devaluation in this market in the short term.) 


The United Kingdom export performance was least 
favourable, in relation to that of the other devaluing coun- 
tries, in the developing countries. It was in this market 
that Spain achieved its largest increase, both in absolute 
and relative terms; although still predominantly to Latin 
America, the growth of this trade was particularly fast 
to Africa and the Middle East. The over-all growth rate 
of British exports in this period was also pulled down by 
the decline of 10 per cent in the dollar value of its exports 
to the group Australia, New Zealand and South Africa, 
which together account for over one-tenth of total British 
exports. 


The development of the devaluing countries’ exports 
in the United States and EEC markets—the two major 
industrial markets in which they compete on equal terms— 
gives some indication of their relative export performances 
in this period. 


Percentage shares of United States imports from: 


First three quarters United Denmark Finland Spain 
Kingdom 
би - 6.03 0.67 0.39 0.62 
О оао rts 6.26 0.69 0.39 0.64 
О Бо ous aaa 6.73 0.82 0.38 0.62 
(S67 а о ео Е 6.34 0.71 0.34 0.80 
Пе о. о о ых 6.33 0.67 0.31 0.95 
об в. 5.92 0.71 0.33 0.84 


Percentage shares of EEC imports from outside the EEC: 


ть о о 9.79 1.98 1.54 1.59 

SE м aa er ene Gace ONS 2.07 1.54 1.43 

О er eke: 8.91 1.90 1.41 1.49 

ND G7 here т 8.97 1.82 IN 333} 1.54 

ete о ts ee в 8.89 1.78 5 1.38 

UO GOI ay sass ооо 9.09 Weg 1.39 1.64 
Note. — Figures are based on import data; they therefore differ from those in 


previous text table. 


Only Spain achieved a higher share of both markets 
after devaluation (comparing 1969 with 1967); its exports 
to the United States, however, were already tending to 
rise faster than total imports before devaluation. Judging 
by the behaviour of total trade, the large increases in 
Danish, Finnish and British exports to the United States 
and the EEC between the first three quarters of 1967 and 
of 1969 tended to be attributable to the expansion of 
import demand rather than to the displacement of third 
countries’ exports; but the general increase between 1968 
and 1969 in these countries’ shares of the two markets 
suggests that this tendency has now been reversed. 
However, the increase in the proportion of the EEC 
market held by the United Kingdom was due to the 
concentration of its exports in the relatively fast-growing 
manufacturing sector, and not to any increase in the 
share of manufactured imports. 
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Imports 


The most surprising development on the import side 
has been the big increases in imports of manufactured 
goods into Denmark, Ireland and the United Kingdom: 
much the greater part of the increase in the total value of 
imports into these countries between the first nine months 
of 1967 and 1969 was due to manufactures. The sharp 
increase in import prices relative to domestic prices—the 
sterling unit value of imported British manufactures, for 
instance, rose by some 16 per cent between the third 
quarter of 1967 and the first quarter of 1968 compared 
with a rise of about 21% per cent in consumer prices— 
might have been expected to cause a fall in the volume of 
пирог. But the volume index of total United Kingdom 
imports in the first half of 1968 was 9 per cent higher 
than a year before, while the index for manufactured 
imports had risen by 13 per cent. Furthermore,” the 
increases cannot be explained by a few items: they were 
spread over most commodity groups. 


Imports: changes between first three quarters 1967 and 
first three quarters 1969 


(Percentages) 

Denmark Finland Ireland Spain United 

Kingdom 
С eee ree a Ща 9 9 14 11 16 
Domestic wholesale prices? . 6 23 113} 3 7 
Мое Reema Ar van Ge Lee reat 21 9 30 20 1; 

Values 

totale № ©. о С 19 14 28 13 12 
И И, ооо в о o 25 15 42 9 26 
non-manufactures .... 5) 11 6 19 1 


а п terms of national currencies. 


Ь For Denmark, home market goods; Finland, investment goods; Ireland and 
United Kingdom, manufactured goods; Spain, industrial goods. 


The failure of British and Irish imports to respond as 
expected to devaluation may be partly attributable to the 
comparatively high pressure of domestic demand in the 
period immediately following devaluation. The growth 
of imports has flattened out—but not fallen—in recent 
months. But this has probably been associated with the 


lower levels of domestic demand; it would seem improb- 
able that the reaction to devaluation on imports has been 
delayed as it appears to have been on exports. Resump- 
tion of a more normal growth rate might lead to quite a 
sharp rise in United Kingdom imports, as has occurred 
in Spain and Finland during the past year. In view of the 
recent marked upturns in these two countries’ imports it 
appears that their comparatively small import growth in 
the period immediately following devaluation was associ- 
ated more with their relatively slow domestic growth in 
that period than with the impact of price developments. 
Some tentative conclusions may be drawn from devel- 

opments following the 1967 devaluations, always bearing 
in mind that they were followed bya period of rapid ex- 
pansion in world trade and of pressure on supplies. The 
most significant is the negligible effect on import propen- 
sities of the exchange rate changes, in spite of the marked 
increases in import prices. The secular trend for imports, 
especially of manufactures, to increase faster than GDP 
appears to be a stronger influence on import propensities 
than changes in relative prices at the present time. 


On the export side, except for Spain there has been no 
significant increase so far in market shares—at least in 
the United States and the EEC—although for the United 
Kingdom the persistent fall in its share of the EEC market 
has been checked. In the first two years following the 
devaluations, export increases seem to have been attribu- 
table to a large extent to the growth of world demand. It 
is notable that Spain, the only one of the five countries 


‚ ш which devaluation resulted in significantly lower dollar 


prices of exports in the period examined, had a markedly 
faster export growth to most markets and in most manu- 
factured commodity divisions than the other four 
countries. 

The smaller devaluing countries’ export expansions 
were adversely affected, in varying degrees, by relatively 
heavy dependence on non-manufactures and on slow- 
growing markets, or on markets where little response to 
devaluation was to be expected in the short term. The 
principal benefit these countries have derived from 
devaluation has probably been the impetus to expand 
exports of manufactures and thus reduce dependence on 
their traditional, slow-growing export commodities. 


(Ш) Balance-of-payments developments and international liquidity 


Current account 


The acceleration of output growth in western Europe 
in 1969 appears to have led to a small reduction of the 
region’s surplus on current account (goods, services, 
private and government transfers) vis-d-vis the rest of the 
world, an increase in the region’s surplus on invisibles 
partly offsetting a larger trade deficit. The improvement 
in invisibles was to a large extent accounted for by a bigger 
increase in western Europe’s income from investment in 
the United States than the latter’s investment income 
from the region. Western Europe’s net income on ship- 
ping account does not appear to have recorded a signifi- 
cant change, the higher volume of shipping being offset 
by falling freight rates. 


By far the most important changes within the region 
were those of the United Kingdom, western Germany and 
France (see table 14). The swing of the United Kingdom’s 
current account from a deficit of $0.7 billion in 1968 to 
a surplus of about $0.9. billion in 1969—the largest 
recorded since 1950—was due to a substantial reduction in 
the trade deficit and only to a lesser extent to an increase 
in the surplus on invisibles. The reduction in western 
Germany’s considerable current surplus by about $1 bil- 
lion, on the other hand, was the result of a decline in its 
export surplus and an increase in its net payments on 
invisibles. The increase in the French current deficit 
reflected the considerable widening of the trade deficit. 
The other countries of the region experienced relatively 
small changes, in absolute values, in their respective cur- 
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* TABLE 14 


Current account and changes in reserves in western Europe and the United States 


(Millions of current dollars) 


ae д шее sin erin END cece ОР 


1968 1969 
Total reserves 
Country or area Current Change in Current Change in at the end 
account reserves account reserves of 1969 


а ee ees eee eee 


Belgium-Luxembourg . . . 34 —403 82 199 2 386 
tance Мова ао —1 368 —2 793 —1 800 * —368 3 833 
Western Germany 2 838 1 796 1 823 —2 814 7 134 
Italy eae sates ees 2 673 —121 2 500 * —337 5 005 
Netherlands aes 69 —156 — 66 2529 
ЕЕС Е (4 246) (—1 677) (2 605) (—3 254) (20 887) 
аи Е а —83 26 99 2 11553 
Denmark —240 —85 —413 —3 446 
Finland 64 170 Silt 5 359 
Е ieee oe 152 25 92 13 Ws 
Portugal (Escudo Area) . 131 129 200 * 462 1 408 а 
Sweden . ea —233 —26 —371 —119 696 
Switzerland ; 545 В 620 63 3995 
О а Оно вю в в — 742 —273 878 105 7 SOU] 
EFTA (— 406) (343) (1 136) (137) (11 683) 
Greece —248 36 —343 —28 а 294 а 
Iceland —48 —6 —8 10 39 
Treland —53 106 —156 146 691 
Spain . —260 46 —500 —262 833 
Turkey hae: —157 4 — 140 * 15 < DBAS 
Wusoslavidy я еее —109 3) —160 122 254 
Rest of western Europe . (—875) 238 (—1 307) 103 (2 349) 
Total of western Europe. (2 965) (—1 096) (2 434) (—3 014) (34 919) 
United States —349 880 —739 1 254 16 964 


Sources: IMF, International Financial Statistics, February 1970; national statistics; and secretariat estimates. 


а Епа November. 


rent accounts. In all remaining industrial countries of the 
region there was a minor deterioration, except for Austria, 
Belgium and Switzerland which recorded improvements. 


Changes in current account are affected by two forces 
pulling in opposite directions: the expansionary impulse 
from domestic demand which tends to lead to a deterio- 
ration of the current account through a fast growth of 
imports, and the increase of external demand which leads 
to an expansion of exports and an improvement of the 
current account. 

The relative strength in each year of the domestic ex- 
pansionary impulse may be calculated as the deviations 
from the 1960-1968 average in the increase of domestic 
expenditure (consumption, fixed investment and stock 
changes) over the previous year’s GNP, expressed in 
current prices and as percentages of the previous year’s 
GNP. These deviations are shown in table 15, together 
with the current account ** (as a percentage of GNP of 
the previous year) and its deviations from its 1960-1968 


average. 
In most countries there is a fairly high correlation be- 
tween the second and the third lines, indicating that fluc- 


48 For this purpose, the most relevant definition of the current 
account excludes transfers (public and private) and therefore differs 
from the current account in table 14. 


tuations in a country’s current balance depend to a large 
extent on changes in domestic demand. This is particu- 
larly true for years when the expansionary impulse is 
either much above or much below the average. In the 
table there are 29 cases with a deviation in the expansion- 
ary impulse of 3 per cent or more; for 28 of these the 
deviation in current account has the opposite sign. Only 
in Finland in 1962 was an exceptionally slow increase in 
the expansionary impulse accompanied by a smaller than 
average current account balance. 

But no perfect correlation can be expected for at least 
two reasons: the domestic expansionary impulse may well 
be a reflection of a strong volume growth of GNP which 
in its turn may result from fast export growth (here the 
problem of time-lags is pertinent), and the country may 
have benefited from a strong pull from its export markets 
or vice versa. Since, however, the domestic impulse as 
here defined already contains possible repercussions from 
external demand, no attempt is made to measure that 
effect explicitly; to be of any explanatory value, such a 
measurement would have to be disaggregated by com- 
modities and markets. 

In 1969,4? five countries experienced a smaller than 
average expansionary impulse and at the same time a 


47 Sufficiently precise data for Belgium and Italy are lacking. 
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TABLE 15 


The current account, its deviations from the 1960-1968 average and deviations of the expansionary impulse (E.I.) from its 1960-1968 average 


ити TT, 


1966-1868 1960 1961 1962 1963 1964 1965 1966 1967 1968 1969 

Austria —18 ae —10 
ik, (ОО о 5 6 0 6 oo —10 —1.5 -0.5 0.3 0.1 0.4 По 2.9 : : 
2. Deviations of current account . . —0.5 0.5 ih 0.9 0.6 —0.1 —1.9 —0.8 —0.3 Fs 
3. Average В.Т. and deviations . . 9.4 4.6 И —3.6 —1.6 0.1 0.8 я —1.1 —24 —1. 
Belgium 
iL, Tenet Bee во 6 6 o 6 pe 0.2 0.3 —0.1 06 =—0.6 0.0 10 —0.4 0.9 0.1 
2. Deviations of current account . . 0.1 —0.3 04 —0.8 —0.2 0.8 —0.6 0.7 —0.1 
3. Average E.I. and deviations . . . 74 —-1.2 —14 —1.0 0.9 4.7 0.2 о И Sai? 
Denmark 
1 ЕО о 4 oo 6 6 6 4 —1.7 —1.0 —1.6 —3.4 0.5 —2.2 16 1.6 Dee, —1.9 —2.7 
2. Deviations of current account . . 07 0.1 —1.7 YP —0.5 0.1 0.1 —0.5 —0.2 —1.0 
3. Average E.I. and deviations . . 12.1 —3.2 0.3 40 —6.3 4.4 1.8 —0.7 0.1 —0.6 1.9 

inland 
ip @urrent account в. —1.5 —1.0 —1.4 —1.7 —0.4 —2.8 —2.7 —2.5 —1.8 1.0 0.6 
2. Deviations of current account . . 0.5 0.1 —0.2 До ШУ 1,2 1.0 —0.3 ZS Zl 
3. Average Е.1. and deviations. . . 7 7 10 —3.1 —2.5 Sal 0.6 1.7 eT —0.1 —1.8 
France 
il, (Clune eee IN 6 og oo 8 8 be 0.8 2] Le 1.0 HO —0.0 seal 0.4 0.4 —0.0 —0.4 
2. Deviations of current account . . 13 0.9 0.2 0.2 —0.8 0.3 —0.4 0.4 0.8 JW 
3. Average E.I. and deviations .. . 8.9 —0.3 —1.7 2.0 2.8 2.0 —2.7 —0.7 —1.7 0.3 7.0 
Western Germany 
il, Сие 4 46 0 a 5 a oo 2.0 38) 2.3 1.1 1.4 1.4 —0.1 1.4 3.4 3.8 2.9 
2. Deviations of current account . . 1.3 0.3 —0.9 —0.6 —0.6 —2.1 —0.6 1.4 1.8 0.9 
3. Average Е.Г. and deviations .. . 6.0 2) 7 1.6 —0.9 22 3.6 —1.2 —8.4 —0.6 Be 
Italy 
il, Оно ОЕ с 6 6 5 ob oo 8 1.1 0.1 0.4 —0.3 —2.6 0.6 a5 2.9 1.9 3.4 
2. Deviations of current account . . —1.0 —0.7 —1.4 —3.7 —0.5 2.4 1.8 0.8 2.3 
3. Average Е.Т. and deviations .. . 9.1 —0.8 3 3.8 8.1 —0.2 —2.9 —3.9 7 —5) 2 
Netherlands 
(ee СИН И о nine anne 0.7 33 1.6 1.4 0.6 —1.1 0.4 —0.7 —0.1 0.5 0.6 
2. Deviations of current account . . 2.6 0.9 0.7 0.1 1.8 0.3 —1.4 0.8 0.2 0.1 
3. Average E.I. and deviations . . . 95 16 5) Sei) il! 9.2 НЫ) —0.1 0.7 0.1 0.8 
Norway 
Il, (ОЕ оо 6 6 o 6 ou —2.3 —3.0 —4.4 -—3.8 —3.6 1.4 7 22 —2.7 1.9 ie 
2. Deviations of current account . . —0.7 —2.1 —1.5 —1.3 0.9 0.6 0.1 —0.4 4.2 So 
3. Average Е.Г. and deviations .. . 110 —1.8 2.3 0.6 0.4 1.0 15 0.1 1.6 —5.7 —4.4 
Sweden 
il, ОО ОО о 5 oe 6 eo ec —0.2 —0.5 (0 0.4 0.3 0.3 —1.1 0.9 0.3 0.7 0.8 
2. Deviations of current account . . —0.3 0.9 0.6 0.5 0.5 0.9 0.7 0.1 —0.5 —0.6 
3. Average Е.Г. and deviations . . . 9.0 0.2 0.3 1.1 0.6 2.0 2.4 1.0 =_—=1.2 —2.4 1.0 
Switzerland 
il, (Oman even! 6 6 5 56 o bo 5 o 0.9 2.0 —1.1 —1.8 —1.6 —1.7 Ns) 2.8 3.3 520 ye 
2. Deviations of current account . . 1.1 2.0 Dail Pas) 2.6 0.6 1.9 2.4 4.1 4.3 
3. Average Е.Г. and deviations . .. 8.2 — 0:7 4.9 4.7 2.8 3.8 1.6 sy) 0 5.6 4.9 
United Kingdom 
il, ОН 6 о a oo uy Bo 0.5 —0.5 0.7 ill lee —0.5 0.7 itil 0.3 0.3 ibe? 
2. Deviations of current account —1.0 0.2 0.6 0.7 —1.0 0.2 0.6 —0.2 Ne) 0.7 
3. Average В.Г. and deviations . 6.1 0.5 0.1 —2.0 — 0.8 2.8 0.7 = 07 ЕТ 0.5 1.6 
United States 
ОЕ ассорт 0.9 0.8 1.1 1.0 1.0 1.4 И 0.8 0.7 0.3 0.2 
2. Deviations of current account . . —0.1 0.2 0.1 0.1 0.5 0.2 0.1 0.2 0.6 —0.7 
3. Average E.I. and deviations . . . 5.8 —2.5 3.0 0.9 =i) —0.0 1.4 3.0 0.6 29 1.6 


Sources: United Nations, Yearbook of National Accounts Statistics; OECD, 
Statistics of National Accounts; national accounts questionnaires; national statistics 
and secretariat estimates. 


Note. — Line 1: Current account equals exports of goods and services minus 
imports of goods and services, plus net factor income from abroad (as in national 
accounts), at current market prices, expressed as a percentage of the GNP of the 
previous year at current market prices. 


Line 2: Deviations of the current account from its 1960-1968 average. 
Line 3: Average expansionary impulse (E. I.) in the years 1960-1968 and annual 


deviations from this average. 
(i.e. consumption plus gross do 
of the current year at current 
previous year at current mar 


Expansionary impulse equals national expenditure 
mestic-fixed capital formation plus change in stocks) 
market prices minus gross national product of the 


ket prices, expressed as a percentage of the latter. 
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better than average current account (Finland, Norway 
Switzerland, the United kingdom; and Austria where ihe 
Current account was exactly the average). Six countries 
had a bigger than average expansionary impulse; in five 
(Denmark, France, Netherlands, Sweden and the United 
States) the current account was worse than average; 
western Germany recorded both an above-average ex- 
pansionary impulse and an above-average current sur- 
plus—the expansionary impulse in fact reflected a fast 


volume growth of GDP accompanied by fast export 
growth. 


Capital movements 


Two main changes took place in 1969 in the flow of 
long-term capital. The first was the substantial increase 
in the net outflow from the United States from the ex- 
ceptionally low level of $0.5 billion in 1968 to approxi- 
mately $3.0 billion in 1969. This reflected mainly the large 
reduction in foreign purchases of United States securities 
from the high 1968 level, partly because American corpo- 
rations reduced their borrowing abroad through sales 
of bonds to foreigners for the financing of their foreign 
investments, following the steep increase of interest rates 
on the Eurobond market. *8 


The second major development was the further increase 
of the net outflow of “ long-term ”’ capital from western 
Germany; this amounted to $5.8 billion compared with 
the already high level of $2.9 billion in the previous year, 
which had been the highest in the post-war period. More 
than 40 per cent of the net outflow from western Germany 


48 US Department of Commerce, Survey of Current Business, 
March*1970, Volume 50, No. 3. 


in 1969 took place in the fourth quarter, and a large share 
of it reflected flows to the United States. The increase 
in the outflow was largely accounted for by credits 
extended by banks and by portfolio investment abroad, 
and reflected the highly liquid position of the German 
banking system and the prevailing interest rate differ- 
entials in favour of foreign financial markets. 


Italy remained a net exporter of long-term capital in 
1969; the net outflow is estimated to have been above the 
1968 level, as the prevailing high interest rates abroad 
continued to attract Italian capital. By contrast, there 
was a switch from a net outflow of long-term capital from 
the United Kingdom in 1968 to a small and exceptional 
net inflow in 1969, as a result both of lower private in- 
vestments abroad and of an increased inflow of private 
foreign capital. The latter included a loan of $125 million 
from the west German Government, following the 
agreement to offset the foreign exchange cost of stationing 
British troops in that country, and other borrowing by 
United Kingdom public authorities from western 
Germany amounting to $79 million. 


In Austria, the improvement of the current account 
was partly offset by a net outflow of long-term capital 
following a bigger net inflow in 1968. In Belgium the 
increased surplus on current account was accompanied 
by a switch from a net outflow of capital in 1968 to a 
bigger net inflow in 1969. On the other hand, the in- 
creased Swedish current deficit was accompanied by a 
substantial net outflow of capital—both monetary and 
non-monetary—following the net inflow in 1968. 

Short-term capital movements in 1969 were mainly 
influenced by the restrictive credit policy pursued by the 
United States and the speculative movements in antici- 


TABLE 16 


‘* Long-term ”’ capital flows of major western countries 


(Millions of current dollars) 


ee Eee ee 


Annual averages 


Country — 1968 1969 
1960-1963 1964-1967 
United States, Total. —3 385 —4 963 —486 —3 030 
Private —2 559 —3178 1 835 —758 
Government . 826 —1 785 —2 321 —2 272 
United Kingdom, Total . -260 — 566 —214 50 
Private ee -10 — 330 —264 278 
: — 9/5) 
Government . -250 — 236 50 228 
= 5) Rep) —5 845 
Western Germany, Total. — 196 — 354 2 862 5 845 
Private 368 165 2 526 —5 365 
5 — —480 
Government . -564 —519 336 4 
2K Е я) 
Егарсе, Ч Total . —88 173 TAY 
Private 398 303 —680 
18 — = 2 ee 
Government . 486 130 32 : 
Italy, Total ie 49 — 550 * —850 
Private 559 к 
Government . -85 —9: 
a Se Е 
Sources; IMF, Balance of Payments Yearbook; and national statistics. 
a Flows between France and countries outside the Franc Area 


pation of the revaluation of the ОМ. Аз short-term 
rates on the money market in the United States moved 
well above the levels allowed by the Regulation Q on 
most types of time deposits in the course of 1969, the 
banks increased their borrowings on the Euro-dollar 
market through their foreign branches. The liabilities of 
United States banks to their foreign branches increased 
by $7.9 billion in the first eleven months of 1969 compared 
with an increase of $2.9 billion in the corresponding period 
of 1968. Practically the whole increase took place in the 
first six months of 1969. As a result of the demand 
pressure exercised on the Euro-dollar market, interest 
rates increased and a number of west European countries 
took measures to prevent an outflow of funds to the 
market. These were partly reflected in a rise of short- 


term interest rates in the main industrial west European 
countries in 1969. The Euro-dollar market also attracted 
short-term funds from the United States which were 
reflected in its balance of payments in a rather high . 
negative item in net errors and omissions. 

In June 1969 the Federal Reserve System announced 
its intention to impose reserve requirements on borrow- 
ings by United States banks on the Euro-dollar market, 
which were to be met by banks in mid-October 1969. 
This measure is intended to enable the Federal Reserve 
to exercise an influence on borrowing by United States 
banks abroad for lending to domestic customers. 

Part of the outflow of short-term funds from the 
United States took place in anticipation of the revaluation 
of the DM and appears to have been reversed towards 


TABLE 17 


Change in official monetary reserves 


(Millions of current dollars) 


Country or area 


Position at 


United Kingdom: Total 
of which: 
Gold . : 
Foreign exchange. 
Fund reserve position 


Continental western Europe: Total . 
of which: 
Gold . ahd 
Foreign exchange. . 
Fund reserve position . 


United States: Totai 
of which: 
Gold . ser 
Foreign exchange. 
Fund reserve position. . 


Canada and Japan: Total . 
of which: 
Gold . я 
Foreign exchange. 
Fund reserve position. . 


Oceania and South Africa: Total. . 
of which: 
Gold . : 
Foreign exchange. 
Fund reserve position. . 
All developed countries: Total . 
of which: 
Gold . : 
Foreign exchange. 
Fund reserve position. . 
Developing countries: Total . 
of which 
Gold . : 
Foreign exchange. 
Fund reserve position . 


ЕЕ eee 


Sources; IMF, International Financial Statistics. 
а End of November for Greece, Portugal and Turkey. 
Ь End of September estimated 


end 1967 1968 1969 
2 695 ie 106 
1291 183 = 
1404 —456 108 
36 334 S28 —3 1194 
20 975 —661 —758 4 
11 469 —60 —835 а 
3 890 —102 —1 526 
14 830 880 1 254 
12 065 SiGe 967 
2 345 1 183 —747 
420 870 1 034 
4 739 1 208 807 
0353 134 66 
2 714 1 519 131 
672 S77) 610 
2 341 742 = Os 
815 686 = 1/02 
1 261 6 — 103 
265 50 98 
60 939 1 734 —1 079 
36 499 —1 099 151 
19 193 2 192 —1 446 
5 247 641 216 
12 460 1 165 10606 
2895 525 45 6 
9 064 544 9936 
501 96 22) 


\ 
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the end of the year. A substantial outflow of short-term 
capital from western Germany was recorded in the fourth 
quarter of 1969, following the revaluation of the DM, 


which largely offset the considerable inflow during the 
second and third quarters. 


Reserve changes and international liquidity 


By far the largest change in official monetary reserves 
was recorded in 1969 by western Germany. As the net 
outflow of capital more than offset the surplus on 
current account, the country’s reserves declined by 
$2.8 billion (to $7.1 billion at the end of 1969). Western 
Germany drew the equivalent of $540 million from the 
IMF in December, but this did not affect the level of its 


total reserves since it was within its gold tranche position 
in the Fund. 


The decline in French official reserves in 1969 was 
considerably smaller than in the previous year; this 
reflected partly the reflux of funds following the devalu- 
ation of the franc in August, the net recourse to foreign 
credits by the Central Bank (the net amount of which for 
the whole year is not yet known), and partly also the 
drawing by France of $0.5 billion in September under 
its stand-by arrangement with the International Monetary 
Fund. Italy’s reserves declined by more than in 1968, the 
substantial current surplus being more than offset by a 
bigger outflow of capital, mainly through exports of 
banknotes. 


The large improvement of the basic balance of the 
United Kingdom was only partly reflected in the increase 
of the country’s official reserves as there was a substantial 
repayment of debts to foreign central banks and the IMF. 
This was reflected in a decline in sterling liabilities to 


central banks in western Europe and North America in 
the first three quarters of 1969. It was largely offset, 
however, by an increase in sterling liabilities to the 


overseas sterling area countries, which had declined in 
1968. 


The United States deficit amounted to almost $7 billion 
in 1969, according to the liquidity definition, but there 
was a surplus of $2.8 billion on the official reserve trans- 
actions definition. The large discrepancy between the 
two reflects mainly the large increase in the liabilities of 
the United States banks to their foreign branches and 
also the attraction provided by the high interest rates 
prevailing on the Euro-dollar market to dollars held 
abroad by both private and central banks. 


The United States official reserves increased in 1969 
for the second consecutive year; the increase amounted 
to almost $1.3 billion and reflected a rise of both its 
gold holdings and of its reserve position in the IMF, 
which more than offset a reduction of its foreign exchange 
holdings, following the reversal of swaps with foreign 
central banks. 


Total official reserves of all developed countries de- 
clined in 1969 by over $1 billion. The reserves of the 
developing countries are estimated to have increased by 
just over $1 billion in the first three quarters of 1969 
(see table 17). Thus, it would appear that no increase in 
international liquidity was recorded in 1969, for the 
first time since 1959. Under the circumstances the allo- 
cation of the equivalent of $3.5 billion of Special Drawing 
Rights on 1 January 1970 appears to be a timely action. 
Moreover, an increase of the quotas of the International 
Monetary Fund by $7.6 billion was approved by the 
Governors of the Fund and will now be submitted to the 
consent of individual countries. 


(iv) Recent developments in trade policies 


In the field of trade policies the early part of the 1970s 
seems likely to be dominated by the same question that 
preoccupied most of the previous decade, namely whether 
the EEC will be enlarged through the admission of new 
members: at present the United Kingdom, Denmark, 
Norway and Ireland have applications for membership 
outstanding. In October 1969 the Common Market 
Commission issued a revised version of its 1967 document 
on the implications of the enlargement of the Community, 
suggesting that negotiations should start as soon as 
possible with these countries. It also recommended 
that new members should all join at the same time, 
although this did not necessarily mean that negotiations 
should be simultaneous, simply that the four accession 
treaties should take effect together. Suitable formulae 
would also have to be found for the relations of the other 
EFTA countries with the enlarged common market area.” 

At the meeting of Heads of State of EEC countries 
in December it was agreed to open negotiations, though 


49 See “ Updating of the Commission’s opinion on the enlargement 
of the Community’ by Mr. Е. Martino, Bulletin of the European 
Communities, November 1969, 


no date was fixed. After the meeting the Commission 
stated that it would be reasonable to expect negotiations 
with the United Kingdom to start in the middle of 1970. 
However, it will first be necessary to agree on a common 
Community position in the negotiations and on whether 
the Commission will undertake the negotiations on 
behalf of the Community; in addition, certain issues 
connected with the package deal in farm financing agreed 
in December have still to be resolved (the most important 
of which concerns the future powers of the European 
Parliament to control expenditure from the Community 
Fund). A further issue concerns the position, during the 
negotiations, of the EFTA members that have not applied 
for membership of the Common Market. 


In the meantime the EEC has extended its network of 
trade agreements with other non-member countries. 
Negotiations for the renewal of the Yaounde Convention 
with the Associated African States and Madagascar were 
concluded in July 1969, and an Association Agreement 
with the East African Community (Kenya, Uganda and 
Tanzania) was signed in September. Both agreements 
will expire not later than 31 January 1975. Partial asso- 
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ciation agreements, the first stage of which will last for 
five years and which are regarded as the first step towards 
over-all association, were signed with Tunisia and 
Morocco last уеаг.5° 


Early in 1970 Yugoslavia signed a commercial agreement 
with the Common Market, which is based on MFN and 
GATT rules. For certain items the agreement provides 
for an immediate application of tariff cuts anticipated in 
the Kennedy Round which, however, will be extended to 
all countries enjoying MFN treatment. The agreement 
also establishes a co-operation régime for the import of 
“Бабу beef type’ cattle and beef and provides that in 
specified periods of the year the levies will be reduced by 
20-25 percentage points when the normal levies reach 
75 and 100 per cent. 


In February 1970 the EEC also completed negotiations 
with Israel for a preferential trading agreement, the 
initial phase of which will cover five years and which has 
as its objective the elimination of barriers to the bulk of 
trade. It is expected to enter into force this summer. 
This agreement is more limited in scope than the full 
Association Agreement that Israel requested when the 
earlier non-preferential trade arrangement expired in 
1967. 


In addition to the above agreements concluded during 
recent months, the EEC has just completed the negoti- 
ation of an agreement with Spain and begun negotiations 
with Malta, while a number of other countries—mainly 
in the Mediterranean area—have recently submitted 
requests for trading arrangements similar to those con- 
cluded with Morocco and Tunisia. The number of such 
requests bears witness to the importance, for a large 
number of smaller trading nations, of the EEC as a 
market for their exports, an importance that would 
inevitably increase substantially should the Common 
Market be enlarged through the admission of the United 
Kingdom and other west European countries. The 
countries that have, or are seeking, trade agreements 
with the EEC are mainly less industrialized or developing 
countries, often with rather similar export structures. 
The country pattern of the EEC’s imports from these 
countries may therefore come to depend partly on 
whether or not they have trade arrangements with the 
EEC, and on the differing terms of these agreements. 
Fear has been expressed that the EEC’s agreements with 
non-member countries threaten the principle of non- 
discrimination in international trade, and they have re- 
cently come under attack on these grounds from the 
GATT and the United States administration.*! 


°° For the main provisions of these agreements, see Economic 
Bulletin for Europe, Vol. 21, No. 1, Part A, pp. 15-16, where develop- 
ments up to September 1969 in the field of trade policies are 
described. 


51 See, for instance, the press reports of the Director General’s 
opening remarks to the twenty-sixth session of the GATT and the 
speech of the United States representative to the EEC on 13 February 
in which he was reported as saying that these preferential trade 
agreements contained “the real risk of fatally undermining the 
GATT system to which the Community members nominally 
subscribe ” (see International Herald Tribune, 14-15 February 1970). 

One such preferential arrangement that has recently been with- 
drawn was the EEC’s 40 per cent reduction of duties on imports 


Agreement has recently been reached on the terms for 
Iceland’s accession to EFTA: it will become a member 
of the Free Trade Area on 1 March 1970. Iceland’s 
exports of fish will benefit from the recent EFTA agree- 
ment on minimum prices for imports into the United 
Kingdom of frozen fish fillets in return for the restoration 
of duty-free entry into this market: following the large 
increase in the volume of these imports the United 
Kingdom had re-imposed the 10 per cent duty in 1968. 
Under the agreement the EFTA countries will grant 
immediately duty-free entry to Iceland’s manufactured 
exports while Iceland will have a ten-year transitional 
period in which to remove its protective duties on imports 
of industrial products from its EFTA partners; duties will 
be reduced immediately by 30 per cent, to be followed 
by reductions of 10 per cent on 1 January 1974 and each 
year thereafter, the final 10 per cent being removed on 
1 January 1980. Thus the longer-term advantages that 
Iceland should derive from membership of EFTA are 
from increased possibilities for diversifying its exports:° 
as the labour force is expected to grow by 2 per cent a 
year between 1965 and 1980 and the demand for labour 
for agriculture and fishing is expected to decline, such 
diversification is obviously crucial. 


In February 1970, the Governments of Denmark, 
Finland, Norway and Sweden agreed on a draft treaty 
for the projected NORDEK economic union, which has 
not yet been submitted to the Parliaments concerned. 
The draft treaty provides for a customs union; the 
common external tariff, the level of which is similar to 
that of the EEC, is to become effective in 1974 after a 
transitional period of two years. However, duties on 
certain items are expected to be harmonized over a longer 
period of time and exemptions from the common external 
tariff are to be granted to some countries for certain 
products. In the field of agriculture, preferential treat- 
ment for required imports is to be accorded to supplies 
originating in member countries. The establishment of 
three funds-—a general fund, an agricultural fund, and 
an investment fund—is foreseen. Should one or more 
Nordic countries join the EEC or become associated 
with that grouping, any other country may claim that 
the conditions for participation in NORDEK have 
changed and suspend the treaty. New negotiations would 
then take place on the forms of co-operation between 
the four countries. Iceland may join NORDEK at any 
time. 


of citrus fruits from Spain and Israel, introduced last July to offset 
partially the 80 per cent reductions granted to Tunisia and Morocco 
under the association agreements (see Economic Bulletin for Europe, 
Vol. 21, No. 1, Part А, р. 16). In December, however, the Commu- 
nity withdrew its request to GATT for a waiver to authorize this 
arrangement (Israel will now be granted this tariff concession under 
the trade agreement recently concluded with the EEC: see above). 


5? Portugal, the one present less-industrialized member of EFTA, 
appears to have obtained substantial economic benefits from its 
membership: see “ The effects of EFTA on the economies of member 
countries’, EFTA, 1969, in which the EFTA secretariat estimate 
that no less than half of the substantial increase in Portugal’s exports 
to its EFTA partners between 1959 and 1965 was due to the creation 
of the Free Trade Area, and conclude that “ membership of EFTA 
has allowed Portugal to develop its industrial sectors on the basis 
of open export markets ”” (р. 105). - 
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Developments in east-west trade policies 


In east-west European trade, policy developments 
continued to be characterized by further liberalization 
measures on the western side, credit arrangements be- 
tween eastern and western banks designed to finance the 
eastbound flow of machinery and equipment, and the 
conclusion of long-term bilateral trade agreements be- 
tween east and west European countries. A number of 
long-term agreements were signed in 1969, including 
some by France and Italy. According to a decision adop- 
ted by the EEC Council of Ministers at Brussels in 
December 1969, member States may in special cases— 
until 31 December 1972—negotiate bilateral trade agree- 
ments with state-trading countries, but only after carrying 
out a procedure of prior consultation and co-ordination 
to ensure the progressive application of a common trade 
policy. 

The EEC Council of Ministers also agreed on joint 


liberalization lists concerning imports from state-trading 
countries. 


At present the joint lists cover only those headings 
which are not subject to quantitative restrictions in any 
member State; the national lists therefore represent a 
greater degree of liberalization. The joint lists are never- 
theless considered a starting point for the development 
of common commercial policies towards east European 
countries. They were accompanied by an agreement on 
procedures enabling the EEC to follow the development 
of imports originating in eastern Europe and to take 
action whenever necessary to avoid market disturbance.®* 
An extension of the joint liberalization lists is foreseen 
on the basis of consultations between member countries 
and the EEC Commission. Until 31 December 1972, 
every member is nevertheless authorized to take certain 
national safeguard measures, but after that date this 
possibility will be withdrawn and replaced by a single 
EEC procedure. 


53 Journal officiel des Communautés européennes — Législation, 
26 January 1970. 


5. PROSPECTS FOR 1970 


(i) Review by countries °* 


France 


Acceleration of output growth in 1969 reflected in 
part the loss of production in the year before, due to the 
May crisis. Even then, the average growth rate of national 
product in the two years 1968-1969 (over 6 per cent a 
year) was well above the long-term trend (about 5 per 
cent). It should be observed that the fast growth rates 
shown for 1969 as a whole do not in fact represent strik- 
ingly fast growth rates during the year in all sectors. 
Thus the index of industrial production (in the absence of 
more comprehensive short-term statistics) rose from the 
second half 1968 to the second half of 1969 at a fairly 
steady annual rate of 6-7 per cent (although 13 per cent 
up on a year-to-year basis) implying a trend in GDP 
growth of not much over 5 per cent during the year. 
To some extent, too, the rise in consumers’ expenditure 
during 1969 may have contained important once-for-all 
elements: first a response to the big increases in household 
incomes after the pay advances of 1968; second, a certain 
amount of anticipatory buying in anticipation of rising 
prices (reflected in a low level of household savings). 
There is some evidence that consumers’ expenditure has 
already begun to slow down and that the propensity 
to save is recovering.*> At the same time, it appears that 
wage-bargaining is for the time being relatively calm. 


The growth of fixed investment (although the 1969 
increase may be misleading as a guide to the current 
trend) has been rapid, stimulated by tax and credit 
incentives which have now been partly removed. But a 
substantial continuing, if slower, increase in private in- 
vestment, partly offset by a decline in public sector 
investment, is expected to continue, stimulated by ca- 
pacity shortages in some industries. 


In these circumstances, the 1970 budget and the ac- 
companying measures embodied in the Plan du Redresse- 
ment which followed the August devaluation appear to 
have been meant to reinforce the weakening tendency of 
private domestic demand, rather than to apply a violent 
brake. The increase in revenue receipts after tax adjust- 
ments (some increases in indirect and corporate taxes, 
but some reliefs on personal income-tax, together with 
increases in public service tariffs) was estimated at Ти рег 


54 Тре principal data used in the following country-by-country 
comments are the national surveys and economic forecasts, official 
or unofficial, listed in table 1 as the sources for the 1969 estimates 
(all provisional) and 1970 forecasts shown in that table. 

>> Although industrial production was increasing steadily up to 


the end of the year, the increase was concentrated on capital goods, 
while consumer-goods industries were weak. 


cent in 1970 (over the out-turn for 1969), while expenditure 
was projected to rise by 5 per cent, essentially because 
of a 5 per cent reduction in public investment appropria- 
(015. The impact on the economy will be restrictive, 
but less so than the impact of the budget for 1969 (see 
table 9). In addition to the budget, quantitative restric- 
tions have been continued on bank lending and interest 
rates have been rising. After devaluation, a revised 
system aiming at controlling the rise in prices has also 
been instituted (see page 106). But the effects of 
devaluation on prices, including the adjustment of agri- 
cultural prices, have not yet fully worked through. At 
least for some months in 1970, a rise in consumer prices 
at a continued rate of about 5 per cent a year seems 
likely. It is still uncertain whether the restraining effect 
on the volume of consumption will be offset by the 
stimulus to faster pay increases in spite of slackening 
employment growth.°’ 


When the budget was drawn up in the autumn of 1969, 
it was associated with a forecast of only a moderate 
growth in national product in 1970 (about 4 per cent). 
In March 1970, however, new forecasts were issued, 
which are more closely in accordance with current 
trends.*® These new forecasts envisage a growth of real 
national product in 1970 of 514 per cent (see table 1). 
The increase in household consumption is put at 414 per 
cent and in fixed investment at 5-514 per cent—both 
substantially less than in 1969. But exports of goods 
and services are expected to rise by 14-15 per cent— 
almost as much as last year, and the increase in imports 
of goods and services is put at 6-614 per cent (19 per cent 
last year). 


These forecasts rest upon a rather confident view of 
the trend in the current balance of payments. They 
appear to imply approximate equilibrium in 1970, as 
compared with a deficit (including the balance with the 
franc area) of about $1.8 billion in 1969. 


56 These figures, in current prices, relate to centrak government 
non-financial transactions, and are based on a 9 per cent increase 
in GDP at current prices—4 per cent at constant prices implying 
а 5 per cent over-all price increase in 1970. These budget projections 
were made in the autumn of 1969 and will have been superseded by 
the new economic forecasts quoted below. 

5? Cost-of-living sliding scales have recently been adopted т 
some labour contracts, especially in public enterprises, embodying 
a guarantee of a certain minimum increase in the purchasing power 
of wages. (These are not necessarily intended to be regular features 
in future contracts.) 


58 Only a summary is available, quoted in Le Monde, 27 March 
1970, and is used in table 1. 
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The weakness of the current balance of payments in 
tate 1968 and the greater part of 1969 can indeed be 
attributed in part to temporary influences on the import 
side. Anticipatory buying, associated with the increase 
т consumers’ expenditure and investment, and some 
accumulation of stocks, brought about a rise in the 
volume of imports between 1967 and the first half of 1969 
of about 50 per cent; industrial production rose by about 
16 per cent during the same period, and the normal 
Increase in Imports for this rise in output would have 
been about 30-35 per cent. That this rise in imports was 
associated with the special features of domestic demand 
expansion, rather than with a serious decline in inter- 
national competitiveness, is supported by the French 
export record. From 1967 to the first half of 1969, exports 
increased in volume by nearly 30 per cent, indicating no 
loss of market shares (in spite of the increase in relative 
unit labour costs, relative export prices were maintained— 
see table 8).5° 


The consequences of devaluation for the current 
balance are still uncertain but favourable results began to 
appear in the last quarter of 1969 (the degree of export 
coverage of imports rising to 91 per cent against 85 per 
cent in the first nine months). The official forecast of a 
tise in the volume of imports of goods and services in 
1970, of 6 to 61 per cent, may appear optimistic. The 
probability that it will be realized may depend more on 
the weight attached to the responsibility of temporary 
and speculative factors for the big import bill of 1969 
than on any calculation of normal price or income 
elasticities. Аз was shown above (pp. 119-122), the 
direct effects on imports of changes in relative import 
prices, in conditions of a fairly high level of demand, can 
be very small. A big reduction in the underlying import 
elasticity against GDP, even with the change in relative 
prices, may not appear probable. This consideration 1$ 
perhaps more important for 1971 than for 1970. On the 
export side, the projected increase 1s based on the assump- 
tion of a rather less favourable international conjuncture 
in 1970 than in 1968 or 1969. The forecast would in fact 
mean a rise in exports of 40 per cent over the three years 
1967-1970, twice as great as the corresponding increase 
in national product. However, the more important 
figure is the increase in foreign exchange receipts. It is 
significant that four months after devaluation (in De- 
cember 1969) the unit value of French exports, expressed 
in francs, had risen by more than 10 per cent, implying 
that export prices in terms of foreign exchange were at 
least maintained, while the differential profit margin on 
exports, relatively to domestic sales, has been substantially 
increased. (This affords a strong contrast with the price 
behaviour of British exporters in the months immediately 
following devaluation.)® Thus even if the forecast switch 
of real productive resources from domestic demand to 
exports is not attained, there is still a good prospect of a 


59 See OECD Economic Outlook, December 1969, р. 25. 

80 п the four months after the United Kingdom devaluation of 
November 1967, export prices in sterling increased by only about 
6 per cent, implying a reduction in foreign exchange prices of 
about 8 per cent. The differences of French from British piice 
behaviour may be due in part to more frequent invoicing by French 
exporters in foreign currencies. 


gain in foreign exchange incomes from exports at least 
equal to the expansion of world markets. Clearly a great 
deal depends on the development of industrial relations 
during the next few months. From a longer-term point 
of view, the balance-of-payments experience of 1970 will 
be one important test of the compatibility with inter- 
national equilibrium of the growth rate of about 6 per 
cent in national output—well in excess of the post-war 
average—now under consideration as the basis for the 
Sixth Plan. 


Western Germany 


Manufacturing output rose between 1968 and 1969 by 
some 12 per cent in western Germany and total GNP by 
8.5 per cent in volume, both rates far above any long-term 
trends. These high rates, however, should be seen against 
the experience of recession in 1966-1967; over the whole 
period 1965-1969, the average growth rate of GDP has 
been 4.6 per cent (manufacturing 6.1 per cent). The fast 
growth in 1968-1969 was largely achieved in conditions 
of internal balance: serious pressures on the labour 
market appeared but only in the last part of 1969. Wages 
and prices rose, but only moderately, until the fourth 
quarter. Meanavhile, the external imbalance persisted. 
The border tax changes at the end of 1968 failed to reduce 
the current surplus. After a period of floating exchange 
rates the Deutsche Mark was revalued in October from 
4 DM per US dollar to 3.66 per US dollar. 


The main factors behind growth in western Germany 
were the development of investment in machinery and 
of exports. Investment in machinery increased (compared 
with 1968) by almost 30 per cent in the first half-year and 
by 20 per cent in the second half-year. The corresponding 
export figures are 15 and 10 per cent. Under the pressure 
of steadily increasing new orders, enterprises have 
continuously revised their investment plans upwards. 
Compared with 1968 (and 1967) there was a clear change 
to investments intended to increase capacity and away 
from rationalization investment. The export performance 
should be seen against a small decrease in the exports to 
the United States. The big export increases to Belgium, 
France and Italy are particularly noteworthy. 


The current production trends are somewhat т- 
conclusive. Whereas total production seems to have 
developed rather evenly in the course of the year, there 
has been—for capacity reasons—a slowing down in 
manufacturing output. The inflow of new orders from the 
home market increased in the fourth quarter at about 
the same rate as previously, although there was a certain 
slowing down in the domestic demand for investment 
goods. The inflow of orders from abroad has shown a 
clear slow-down in the fourth quarter in all main branches 
of industry. The investment plans are still positive but 
the proportion of businesses forecasting increases for 
1970 has been diminishing. General opinion about 
business opportunities as reflected in business tests has 
taken a less optimistic turn since the end of 1969. 


The general tendency of the prospects for 1970 is fairly 
clear. Due to the large outstanding orders at the end of 
1969, manufacturing production, investment and exports 
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may well continue to grow rather fast for some months. 
But there is bound to be, for the year as a whole, a certain 
slow-down in the rate of growth of industrial production, 
if only because of shortage of capacity. The unusually 
high rate of growth of investment in 1969 can hardly be 
maintained; on the other hand, the increase in the volume 
of private consumption should be supported by the 
expected big wage increases. The revaluation should 
check exports and stimulate imports. Prices are likely 
to rise more than in 1969 because of the large cost 
increases. 


It is much more difficult, however, to express this 
general picture in precise figures and particularly to 
assess the prospects for internal and external balance, 
and to evaluate the effects of the present economic 
policy. The official forecast of the government is 
presented below. Figures within brackets are secretariat 
estimates thought to be consistent with the current value 
forecasts made by the government.” 


Percentage change 1969-1970 


Value Price Volume 

Riivateconsumpuony a een 10 3 7 
Publicconsumption. ...... 10 (6) (4) 
Investments: 

ОЕ ют: т Же, eS (5) (8.5) 

machinery . . у 14.5 (4) (10.5) 

Ui dines ово LAS) (6) (6.5) 
Stockbuilding (per cent of СОР). —0.4 
Exports 2004$ ап4 services... . 55 (—0.5) (6) 
Imports goodsandservices . . . . 10 (—1.5) (1.5) 
СОР а! тагКке рисех ....... 9.5 о 4.5 
Internal demand a OS 4 6.5 
Current balance of goods and services —4.6 (billion DM) 
Ро {ОЕ вооон ий 0.0 
(ТО ООО ee ae Gh cool 8 ве 4.5, 


The investment forecast represents а considerable 
decline in the growth rate compared with 1969 for 
machinery, but a revival of construction activity, which 
was very weak, in volume terms, in 1969. The development 
of investment in machinery is to a large extent backed by 
the business forecasts, although an uncertain factor is 
how far the restrictive monetary policy will go, or will 
be allowed to go. It is clear that policy will have consider- 
able effects on stockbuilding and on certain types of public 
investments. 


For personal incomes, the main feature of 1969 was 
the big increases (of the order of 10 per cent) in hourly 
wage rates when new contracts were concluded in the 
fourth quarter of 1969. It is probably safe to assume that 
most of the new wage agreements in 1970 will take 
similar increases as a target. Furthermore, in view of 
the tight labour market, wage drift should continue 
although at a considerably lower rate than in 1969 
(3-4 per cent in manufacturing). Several factors point 
to a reduction of the savings proportion in 1970—its high 


se Jahreswirtschaftsbericht 1970 der Bundesregierung (January 
1970). : 


We The export price forecast is made by the Sachverstdndigenrat ; 
the price forecasts for public consumption and for investment are 
those made by the Deutsches Institut fiir Wirtschaftsforschung 
(DIW Wochenbericht, 22 January 1970). . 


Western Europe 


level for a number of years, and the shift in 1970 of dis- 
posable income towards groups with higher consumption 
propensity. Recent development of prices, and the 
expected development of costs in 1970, suggest a some- 
what bigger increase in consumer prices than 3 per cent. 
But in the light of all considerations a slightly bigger 
increase in the volume of private consumption than the 
officially projected 7 per cent seems rather probable. 


The development of foreign trade after the revaluation 
is extremely difficult to assess. The effective rate of re- 
valuation can be estimated at some 7.5 per cent 83 which 
—everything else being unchanged—means that the 
price level of export goods from western Germany 
measured in foreign currencies would increase by 7.5 per 
cent whereas the import price level of foreign goods in 
western Germany would fall at a corresponding rate 
(measured in Deutsche Mark). However, the 4 per cent 
tax on exports introduced at the end of 1968 was removed 
in connexion with the revaluation. The experience of 
this “ quasi revaluation”? at the end of 1968—which 
also included an import subsidy—shows that foreign 
sellers increased their prices in order to share the gains. 
In the extreme case, in which both exporters in western 
Germany and exporters abroad to western Germany 
allowed these changes to take full effect on prices, we 
would get the following net changes in the price levels 
of foreign trade as a result of the revaluation itself: 


Percentage changes in prices after revaluation 


Seen from inside 
western Germany 


Seen from outside 
western Germany 


(in $) (in DM) 
Price level of exports 
from western Germany .. . = 9 — 4 
Price level of imports 
intowesternGermany .. . + 4.5 — 3 


(It has been assumed that the incidence of the export 
tax at the beginning of 1969 was 4 per cent, and that 
import prices received by the foreign supplier were 
increased by 3 per cent as a result of the introduction of 
the import subsidy.) 


The relevant figures for estimating the effects of price 
elasticities on demand are the +3.5 (for foreign demand) 
and the —3 (for demand inside western Germany). 


An indication of one possible outcome is the fact that 
export prices (measured in DM) had not fallen at all by 
December 1969, whereas import prices (also measured 
in DM) had fallen by 2.5 per cent. Should these tendencies 
be maintained, it would—as far as imports are coricerned— 
mean that the price development would come closer to the 
theoretical value in the table above than to what appears 
to be implied by the official forecast. If such a fall in 
import prices were carried through to the final consumers, 
the volume of imports should increase more than is at 
present expected. As far as exports are concerned the 
most recent price tendencies signify an outcome closer 
to the development implied in the official forecast than to 


83 See Jahresgutachten 1969/1970 des Sachverstdndigenrates. Im 
Sog des Booms, para. 175. 


Prospects 


the theoretical value in the table above. Even then, the 
export volume forecast seems conservative: the short- 
term price-elasticity for exports from western Germany 
is remarkably small. The export increase in 1969 was 
accompanied by an increase of the export price index by 
6.5 per cent in the course of 1969. However, the impact 


on prices later in the year of other cost increases is also 
in the balance. 


The range of possible capacity increases in 1970 is prob- 
ably between 4 and 6 per cent. The lower figure probably 
implies no further increase in employment and a produc- 
tivity increase of 4 per cent, i.e. 2 percentage points lower 
than the productivity increase achieved in the second 
half of 1969. The higher figure might imply an employ- 
ment increase by perhaps half a percentage point and a 
productivity increase about half a point lower than in the 
second half of 1969. In favour of a higher alternative are 
the effects on production capacity of the current invest- 
ment boom, the proved flexibility of the labour market, 
especially as regards immigration, and signs of some 
labour hoarding in the late part of 1969 (a fall in the 
average hours worked was accompanied by a steady in- 
crease in the number of persons employed). 


The aim of economic policy for the first part of 1970 is 
fairly clear. Even without further restrictive measures, 
monetary policy is already exercising a strong pressure in 
a situation of already restricted liquidity. Fiscal policy is 
aimed at restraining the expansion of demand in the first 
part of the year, while building up financial reserves that 
could be spent in the latter part of the year, if necessary. 
From the considerations above about the development of 
capacity and demand, the official forecast for the ex- 
pansion would appear rather low. A cautious evaluation 
of the prospects for 1970 would be that a realization of 
the official forecasts would require a more restrictive 
policy than is now envisaged. 


A faster increase in output and demand than in the 
official forecasts might mean further pressures on the price 
level also. But even at a lower rate of expansion it appears 
doubtful that the objective of an increase of only 3 per 
cent in the level of consumer prices and of 4 per cent on 
total internal demand can be realized, because of the 
lagged effects of the cost increases that have already 
occurred or are in process. A faster increase in prices than 
is at present envisaged does not necessarily mean that 
demand is increasing faster than available supply capacity 
(including imports). There is a certain risk—according to 
some views—that a failure to keep down the rate of price 
increase could provoke further monetary or budgetary 
restriction. In an unfavourable constellation of circum- 
stances, this could repeat the development in 1967 when 
expansion was brought to a standstill. 


The most unfavourable development—especially from 
the point of view of other countries in western Europe— 
would be an unnecessarily severe slowdown in growth 
combined with continued price increases resulting from 
lagged cost-inflation. Should this happen in a situation 
where monetary policy remained restrictive (for example, 
in the interests of the external capital balance), it might 
be difficult to bring into play the reserves for re-expansion. 
The important problem for policy in 1970 may therefore 
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be to determine how much expansion of demand in excess 
of the forecasts—which must be regarded to some extent 


as 4 targets ”—сап be tolerated, even at the cost of price 
inflation. 


Italy 


In Italy, the economic results of 1969 were heavily 
affected by the waves of strikes which started early in 
September and continued to the end of the year. The 
strikes—concentrated in the manufacturing and construc- 
tion sectors—were concerned with the renewals of wage 
contracts for the period 1970 to 1972 inclusive (the ex- 
piring contracts covered the three-year period 1967 to 
1969). The pay increases agreed upon appear to be 
within the capacity of the Italian economy, but the pro- 
duction losses have been severe. Industrial production in 
1969 as a whole was up by hardly more than 3 per cent 
against 1968, although until August the advance on the 
corresponding period of 1968 was about 8 per cent. The 
estimates for GNP prepared in September, on the basis 
of information then available, are obsolete (although it is 
likely that the downward revision will be smaller for gross 
national product than for industrial production, owing 
to a probable running down of stocks of finished products 
in the period of strikes, and to increased imports). Pro- 
visional estimates now put the growth rate of real GDP 
in 1969 as a whole at around 5 per cent (instead of nearly 
7 per cent estimated in September). 


Wholesale prices went up by about 7 per cent from the 
end of 1968 to the end of 1969, especially because of a rise 
in imported materials and in foodstuffs (both imported 
and domestically produced). Prices for industrial products 
also rose by about 6 per cent, but consumer prices (by 
October) had risen only by 4 per cent. Wage rates and 
hourly earnings in industry rose by about 9 per cent. As 
far as can be judged, there has been very little wage drift. 
Commodity imports rose more than commodity exports. 
Imports were boosted by stockbuilding in the first months 
of the year, and by the production gap in the later months. 
Yet (see table 14) the current balance closed with a 
considerable surplus in 1969 (about 2 per cent of gross 
domestic product). Thus, in 1969 as in previous years, 
the Italian economy produced more than it consumed. 


The wage increases agreed upon at the end of the year 
have to be seen against the background of some slack in 
the economy, and of the continuing strong competitive- 
ness of Italian exports. The wage contracts—effective 
from | January 1970—apply to about five million wage- 
and salary-earners and negotiations are going on for other 
categories of workers (textiles, transport, etc.). The wage 
increases so far agreed upon are of the order of 25-30 per 
cent per hour for the three-year period 1970 to 1972, 
including the increased charges for social security con- 
tributions and allowing for shortening of working hours. 
The major part of the increases will actually materialize 
in 1970 when wage costs per hour worked are expected to 
go up by about 15 per cent in comparison with 1969. 
[In view of the current wage increases in a number of other 
countries and of the high degree of competitiveness of 
Italian exports, and of the only modest wage increases 
which have characterized the Italian economy in recent 
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years, the new wage levels should not drastically reduce 
the Italian export capacity. But this optimistic evaluation 
has to be duly qualified. 


First, cost-of-living sliding scales are still in general use 
in Italy, and can contribute to a wage-price spiral. For 
the first quarter of 1970, the sliding scale has already 
moved up by 114 per cent to meet price increases in the 
last months of 1969. Secondly, Italian fiscal policy has 
proved to be rather rigid as an anti-cyclical weapon, 
although the State budget for 1970 is intended to be more 
expansionary than that for 1969 (see page 111 above); the 
burden of demand management has fallen essentially on 
monetary policy (as in 1963-1964). At present, enterprises 
hope for a strong output recovery in 1970. This is, in fact, 
an essential prerequisite for the expected increase both in 
labour productivity and in gross profits. But the new 
wage levels—and the output lost with the strikes—have 
created a liquidity problem for most industrial enter- 
prises which can be overcome only with a more liberal 
credit policy. Short-term management of the economy 
would present a less intractable problem if fiscal policy 
could be more flexible. Thirdly, the achievement of a new 
domestic equilibrium would be made more difficult by a 
continuation of capital flight at recent rates. Capital 
flights are the consequence in part of political and business 
uncertainties, and in part of interest rates differentials. 
Recently, some steps have been taken to exert some in- 
direct form of control on capital exports, and interest 
rates on new Italian bonds have been increased; but the 
effect of these modest measures is still uncertain. 


If some workable solution can be found for most of 
these problems, resumption of normal output growth, 
together with making good the losses of late 1969, seems 
feasible. So far, no quantitative forecasts have been pre- 
pared by the Italian authorities but a growth for gross 
domestic product of about 7-8 per cent can well be consid- 
ered as a realistic goal. On the basis of past short-term 
relationships, the growth of manufacturing output could 
then be estimated at 14-15 per cent. An evaluation of im- 
ports and exports appears particularly difficult in view of 
the special factors that have affected Italian foreign trade 
in 1969.“ Increases might be suggested of imports by 
about 20 per cent (owing to restocking and to a certain 
spillover of demand into imports), and of exports by 15 per 
cent (this would be slightly below the long-term trend plus 
some allowance for recouping last year’s strike losses). On 
these assumptions, the trade balance (f.0.b.-f.0.b.) would 
be virtually in equilibrium in 1970 and the current balance 
(allowing for the normal surplus on invisibles) would 
close with a surplus of about $114 billion (about $214 
billion in 1969.) 


United Kingdom 


The main feature of 1969 was the turn-round of the 
current balance of payments from deficit into surplus, 
accompanying a policy-induced slow-down in the rate 
of growth. The turn-round in the current balance was 


*4 The long-term elasticity of Italian imports in respect of gross 
domestic product is about 2. 


equivalent to 114 per cent of the GNP. The slow-down 
in growth of real GNP was from just over 3 per cent in 
1968 to just under 2 per cent in 1969, but in growth of 
domestic demand from well over 2 per cent to only about . 
half of one per cent. The out-turn for 1969 was in these 
respects very close to the policy projections for the year 
issued by the Government in connexion with the budget 
of April 1969. The tax increases, and the temporary 
check to increasing public expenditure, seem to have 
played the largest part in stabilizing domestic demand: 
neither private nor public consumption increased appre- 
ciably in real terms; total fixed investment was flat (but 
private investment continued to rise while public invest- 
ment and investment in dwellings were reduced). Almost 
all of the 4 per cent rise of manufacturing output can be 
accounted for by the 12 per cent increase in the volume of 
manufactured exports. 


The components of the improvement in the current 
balance were approximately: 


£ million in current prices, change 
from 1968 to 1969 (improvement +) 


ро +785 (increase of 12 per cent) 
Imports: ое в — 300 (increase of 4 per cent) 
Services and transfers (net) + 40 

Property income (net) +150 


ToTraAL +675 (1968 — £310 million; 
1969 + £365 million) 


The big improvement in the current surplus came in the 
second half of 1969, when the surplus reached an annual 
rate of about £550 million (over $1.3 billion). 


There was a small net inflow of long-term capital in 
1969, so that the basic balance in the year approached 
£400 million. The surplus has been devoted to repayment 
of the short- and medium-term debts to central banks 
and the IMF, acquired in the recent periods of sterling 
crises, rather than to restoring the reserves. Indeed it 
appears that—especially since last autumn—debt repay- 
ments have greatly exceeded the basic balance, while 
short-term funds have been flowing into London again 
on a large scale (an inflow which prompted the move 
towards some cautious reduction in Bank Rate). 


At the same time, fiscal policy has resulted in a change 
in the public sector’s financial position from net borrowing 
(over £300 million in 1968-1969) to net debt repayment 
(probably over £300 million in 1969-1970). This facili- 
tated the slowing down of the rate of domestic credit 
expansion. Although bank advances in the private sector 
rose during 1969 by 15 per cent, the whole increase took 
place in the first part of the year. 


Against these considerable improvements in the balance 
of real resources must be set the continuing increase in 
domestic costs of production. The increase in average 
wages and salaries in 1969 (8-9 per cent) was certainly no 
greater than that in most competing countries (see pages 100 
to 104) but it was considerably greater in relation to the 
small rise in output. Moreover, the scale of pay increases 
tended to rise in the course of the year. The attempts to 
maintain control of pay increases by an agreed incomes 


85 Including also the delayed effects of tax increases in late 1968. 
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policy have in effect broken down—at least for the time 
‘ being—against the resistance of some unions and of large 
groups of workers. The machinery for official inquiries 
and recommendations, with government reserve powers 
to postpone increases, has been preserved, with modifi- 
cations, but it has become increasingly difficult to use the 
machinery with any reasonable hope of enforcing the 
general principles for which it was designed. It is proposed 
to maintain for 1970 the machinery of incomes policy, 
with a further modification of government sanctions; 
and the “ guidelines’? for pay negotiations are further 
softened to a statement that “most wage and salary settle- 
ments need to fall in the range of 214 to 444 per cent in- 
crease in a year” (exceptions similar to those prevailing 
in the past remain).*’ As hitherto interpreted, this fairly 
flexible requirement could be consistent with a rise in 
actual average pay of 5 or 6 per cent. 


With no change in fiscal or monetary policy, the 
prospect for 1970 is a slight lift in the growth rate; the 
National Institute suggests just under 3 per cent for the 
average increase in GDP from 1969 to 1970.58 This is not 
very different from the long-term growth rate (about 3 
per cent, 1953-1967) but probably less than productive 
potential would allow in view of the slow average growth 
rate in recent years (2.2 per cent 1965-1969). An additional 
stimulus is expected in 1970 from domestic demand. 
Statements of investment intentions suggest a certain 
slowing down—the exact amount is disputed—in private 
investment, but the decline in housing investment should 
be checked and the rise in public investment, especially 
in the nationalized industries, may be resumed after last 
year’s decline. Private consumption should also begin to 
increase again in volume: how much, depends on how 
quickly recent pay increases pass into prices. In total, 
domestic demand might rise by between 2 or 3 per cent. 
Some acceleration in growth of imports would follow. 
At the same time, the relatively fast growth of exports is 
commonly expected to slow down, mainly because of the 
expected slowing down in the growth of world markets. 
The result would still be an annual surplus on the balance 
of payments in 1970, tentatively put by the National 
Institute at £825 million ($2 billion), which is about 2 per 
cent of the gross national product.®* But even if there 
were no further improvement over the estimated results 


86 The official ceiling for pay increases in 1969 was 3!/ per cent, 
subject to special exceptions for low paid workers, productivity 
agreements, etc. Most basic pay settlements, at least in early 1969, 
could, with some generosity, be regarded as conforming to the 
“ norms’? but many were clearly above it and wage drift added to 
the increase in actual earnings. 

67 Cmnd. 4237 of December 1969. Another recent development 
in incomes policy is the proposal to introduce this year legislation 
prohibiting discrimination between men’s and women’s pay for the 
same or broadly similar work, to come into full effect by the end of 
1975. The direct effect is estimated at an increase in the total wage 
and salary bill of 314 per cent. (See Employment and Productivity 
Gazette, December 1969.) 

88 National Institute Economic Review, February 1970. The 
Government’s forecast and budget for 1970/71 were presented after 
going to press. (Financial Statement and Budget Report 1970-71, 
14 April 1970.) Tax reductions (mainly on income tax) were an- 
nounced, which are expected to raise growth of real domestic prod- 
uct in 1970 from about 3 per cent (as in National Institute pre- 
budget forecast quoted above) to about 31% per cent. 


for the second half of 1969 (seasonally adjusted) the 
current surplus in 1970 would be $1.3 billion. The latter 
figure would be adequate—if it could be maintained—to 
fulfil the remaining requirements for scheduled official 
debt repayments. 


It is generally recognized that the recent improvement 
in the current balance owes much to the deliberate re- 
straint of domestic claims on real resources during an 
upsurge in world demand, and particularly in European 
demand. In particular, recent export performance has 
probably been helped by the longer delays in deliveries 
from competitors. At the same time, there is by now some 
evidence of an improvement in the British export compe- 
titiveness. Since devaluation, the long decline in the 
British share of world trade in manufactures appears to 
have been checked. The United Kingdom’s relative 
export prices for manufactures, in dollar terms, have 
retained much of the devaluation advantage;” and al- 
though unit labour costs in manufacturing have increased 
more than in most competing countries in the past two 
years, they remain less than before devaluation when 
expressed in dollars. Meanwhile, export prices have risen 
more than domestic prices of industrial products, so that 
producers have retained much of the differential profit 
margin on exports secured by devaluation (see table 8). 
To these advantages, which may well be temporary, can 
be added an important and more long-lasting advance in 
rationalization of industry and technological adaptation; 
it cannot be proved that the advance has been greater 
than in competing countries, but many would hold that 
there has been at least a significant relative improvement 
in many branches. It remains to be seen how far this 
will be expressed in a general expansion in industrial 
investment for modernization of productive equipment. 


In these circumstances, and provided that the order 
of magnitude if not the exact figuring of the forecasts 
quoted is accepted, it is long-term considerations, rather 
than the situation in 1970, that should determine policy. 
Maintenance of an adequate current balance of payments 
in 1970 itself will depend more on the course of external 
demand than on variations of a percentage point or so in 
the rate of increase of domestic expenditure (allowing for 
time-lags and for present under-utilization of capacity). 
The central issue is what longer-term rate of growth and, 
perhaps more important, what pattern of growth is most 
likely to be consistent with preserving the improved ex- 
ternal balance. If conditions in the world economy 
remain favourable—and particularly if the trend continues 
towards a faster growth of international trade in relation 
to output—it is possible that the improvement in compe- 
titiveness has been enough to allow an underlying growth 
rate for gross national product significantly in excess of 
the average 3 per cent of the past 15 years. 


89 Previous record surpluses on current account were $840 million 
in 1950 and $1 billion in 1958. The latest OECD forecast of the 
United Kingdom’s current surplus in 1970 is $1.2 billion (OECD 
Economic Outlook, December 1969). 

70 Comparing export unit values for manufactures, in dollars, 
fourth quarter 1969 with the first three quarters of 1967, the United 
Kingdom shows a fall of 3 per cent while the total for the 11 prin- 
cipal exporting countries shows a rise of 4 per cent. 


136 


The smaller economies 


The growth of manufacturing output (11 per cent) and 
the growth of total GDP (6.5) in 1969 in Austria were 
well above the medium-term trend. Growth was stimu- 
lated by the strong export increase and by a revival of 
investments in machinery after a decline in 1967-1968. 
But private consumption increased only by some 3 per 
cent, slightly less than in 1968 and considerably less than 
the expected growth at the beginning of the year. This 
development was due less to the 10 per cent surcharge 
imposed at the beginning of 1969 on wages and other 
incomes than, apparently, to a marked increase in the 
savings ratio on the part of of householders. A current 
surplus was obtained on the balance of payments—the 
first since 1964. 

The prospects for 1970 are rather favourable. The 
growth rate of exports—although helped by the revalu- 
ation in western Germany—will probably fall in compari- 
son with 1969 but internal demand should probably 
increase at a somewhat higher rate than in 1969. No 
further acceleration in disposable income is expected 
after the comparatively fast increases in hourly wage rates 
at the end of 1969. A tendency towards wage-drift in in- 
dustry will probably be counteracted by smaller increases 
than in 1969 in public sector pay and in transfer incomes. 
The average level of hourly wage rates is expected to in- 
crease by 7 per cent and wage-drift (including overtime) 
by 2.5 per cent. The total wage and salary bill is expected 
to increase by 8.5 to 9 per cent over 1970. A considerable 
reduction in the savings ratio, after the small consumption 
increases in recent years, should result in an increase in 
real private consumption by perhaps 5 per cent in 1970. 
Investment in machinery is expected to continue to grow 
fast and there should be a further revival in building 
activity. 

Capacity—especially labour resources—is highly uti- 
lized at present. Since a reduction in man-hours worked 
by about | per cent is expected in 1970 (because of reduc- 
tions in working hours), productivity must increase by 
6 per cent in order to realize the forecast of a GDP- 
increase of 5 per cent in 1970. It is believed that the 
necessary increases can be reached within the goods- 
producing sectors, whereas some doubts can be expressed 
about the service sectors. The impact of total public 
finance is at present expected to be restrictive (according 
to the estimates in table 9, a more marked shift than in 
most countries) mainly due to a planned slow-down in 
current expenditure. Certain measures to facilitate im- 
ports have been taken: tariffs have been cut and quotas 
extended. 


With a 10 per cent increase in industrial production, 
and 6 or 7 per cent in real GDP, Belgium experienced in 
1969 a faster rate of expansion than in any year except 
1964 (long-term trend for GDP 3.7 per cent). The big 
reasons were the 25 per cent rise in UEBL exports widely 
spread over the major markets (except Netherlands and 
United Kingdom) and the equally unexpected rise in 
industrial investment. The current balance-of-payments 
surplus increased and together with the increasing inflow 
of private capital gave Belgium the biggest increase in 
reserves of any west European country. 


Western Europe 


Rising output and productivity, with no more than an 
average rise in pay, kept down unit labour costs in in- 
dustry; as industrial producer prices were rising, profits 
and self-financing possibilities were increased. Early т. 
the year, the anti-cyclical increases planned in public ex- 
penditure—thought necessary at a time when the expan- 
sionary forces seemed weak—were cut, and in November 
policy went into reverse. Present expectations are that 
some weakening in export markets will bring about some 
slackening of demand this year. However, the pressure of 
private investment demand is still very strong (although 
public investment is likely to rise less than last year), and 
the rise in output has not yet slackened. At the same 
time, the potential for further output expansion is prob- 
ably limited by capacity and labour shortages. 


A growth rate of GDP of 414 per cent now appears to 
be expected for 1970; this would probably mean a con- 
tinued pressure on wages and prices ’—increases in labour 
costs are not likely to continue to be absorbed—and per- 
haps some weakening in the current balance. The budget 
proposals for 1970 announced in September did not 
envisage appreciable fiscal restraint but additional meas- 
ures were taken in November when the strength of the 
boom was more fully realized (more severe hire purchase 
terms, more selective support for private investment, and 
selective reductions of tax rebates for exports). Quanti- 
tative restrictions on bank credit are to be continued, at 
least for the first half of 1970; these allow about the same 
rate of credit expansion as the limits for 1969 (which 
appear to have been fully used). 


Denmark experienced a good year in 1969. Real GNP 
increased by 7 per cent and industrial production probably 
by about 12 per cent. The main stimulus to the upswing 
was domestic demand, especially consumption which 
also rose by 7 per cent (about the biggest increase in 1969 
in any industrial western country), and by over 10 per cent 
in current prices. In addition there was a major expansion 
(estimated at about 30 per cent) in dwelling construction, 
following the relaxing of tight control on housing credits 
in September 1968. The major factor in the exceptional 
increase in consumers’ expenditure was the impending 
change-over to a pay-as-you-earn system of income-tax 
to come into effect in 1970; in 1969, consumers benefited 
temporarily from tax-free increments of income. This is 
one reason for the unusual increase (2-3 per cent) in the 
labour force (and its expected decline in 1970); a large 
number of married women took jobs, many of them only 
temporarily. In addition, the new two-year general wage 
agreement of March 1969 provided only for a 3 per cent 
increase in basic pay in 1969 (with another 4 per cent in 
1970), but there was probably wage-drift of about 3-4 per 
cent and further increases resulting from cost-of-living 
sliding scales. Both industrial investment and public invest- 
ment rose steeply. Although exports rose over 10 per cent 
in volume, the boom brought a still larger rise in imports 
and an increase in the current balance-of-payments deficit. 


| ПА contributory factor is the postponement until 1971 of the 
introduction of the value added tax. Anticipatory buying on this 
account may start again late in 1970 (it was a factor in the increase 
of demand last year before postponement was announced). 
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Measures were introduced in May 1969 to control 
‘the increase in demand (increases in indirect taxes and 
deferment of some public expenditure); in spite of them, 


the economy continued to grow rapidly in the second 
half of the year. 


The impact of public finances will be more restrictive 
in 1970, mainly because the introduction of the pay-as- 
you-earn system will have the reverse effect of that in 1969. 
Revenue from direct taxes is expected to increase by 25-30 
per cent, while expenditure is planned to rise at 6 or 7 per 
cent, as before. Very little increase in real consumption 
is forecast and investment, particularly in housing, is 
expected to slacken. Consequently the rise in imports 
should slow down and, it is hoped, should be overtaken 
by a continued rise in exports (especially industrial 
exports) leading to a reduction in the current deficit. 
The consequent increase in real GNP in 1970 is put at 
3-4 per cent (a little below the 1953-1967 trend of 414 per 
cent). 


In Finland, after the exceptional expansion of gross 
national product in 1969 (8 per cent), a certain slowing 
down is forecast for 1970; but the expected growth (6 per 
cent) still remains considerably above the post-war trend 
rate (4.8 per cent). All the major components of final 
demand (except public consumption) should slow down 
somewhat, particularly investment in dwellings and non- 
residential construction. Recent government efforts re- 
sulted, in 1969, in a 16 per cent increase of investment in 
dwellings following a number of years of stagnating or 
declining activity; in 1970, it is expected to increase by a 
further 8 per cent. Investment in machinery and trans- 
port equipment, by contrast, should increase no less than 
in 1969 (by about one fourth). It is expected that in 1970, 
as in 1969, investment will grow in the private sector but 
not in the public sector. Both imports and exports are 
expected to increase more than the long-term trend but 
imports should expand, again, slightly more than exports 
and the current balance will probably show a small 
deficit. 

Recent wage agreements should limit the wage increase 
in 1970 to about 5 per cent—that is, to a rate not higher 
than the expected increase in labour productivity. But in 
a number of sectors production is likely to be hampered 
by bottlenecks and shortage of capacity. 


The Icelandic economy, which was seriously damaged 
by the collapse of herring fishing in 1967 and 1968, re- 
covered somewhat in 1969 due to an improvement in 
exports. The continuing poor herring-catch was to some 
extent counterbalanced by good catches of other fish, but 
above all by improved market conditions abroad. (The 
Icelandic krona has been devalued by 51 per cent since 
November 1967, in two stages.) Internal demand, how- 
ever, continued to fall again in 1969, with increases only 
in public consumption and with a halt in the fall of stock- 
building. 

The prospects for 1970 are difficult to evaluate because 
of the impossibility of forecasting the fish catches; in 
addition, the effect of Iceland’s membership of EFTA 
(see page 128 above) might be substantial. There should 
be, however, a revival in internal demand. Fixed imyest- 
ment, particularly residential construction, is expected to 


increase as a result of policy measures to keep up employ- 
ment in the building sector. An increase in private con- 
sumption is also expected. The size of the upswing in 
consumption will, however, depend on the development 
of wages: the stabilization agreement after the devaluation 
in November 1968 ends in May 1970. Wages may be 
expected to rise enough to stimulate consumption, partic- 
ularly since private disposable income will not be much 
restricted by the Government’s budget.” 


In Ireland, 1969 was a second year of rather fast ex- 
pansion. This was in spite of budgetary and credit re- 
straints ® introduced in 1968 when it was realized that 
the trade deficit was becoming uncomfortably large after 
devaluation because of fast expansion of domestic 
demand, especially in investment. It is true that in 1969 
as a whole real GDP rose by only about 4 per cent and 
industrial production increased by about 8 per cent. 
But these figures understate the underlying trend. A 
long strike of about 1,500 maintenance workers affected 
most industries and out back industrial production in the 
first quarter by about 5 per cent. Apart from this inter- 
ruption, the trend during most of 1969 was probably an 
expansion of GDP by nearer 5 than 4 per cent. Business 
tests suggest that this rate was still continuing towards 
the end of the year. 

Meanwhile, pay increases gathered strength. New set- 
tlements, not all completed yet, have resulted in increases 
of around 15 per cent (many of them phased over more 
than a year). Unit labour costs in industry (even dis- 
counting the direct effects of the interruption to output) 
are likely to have risen by between 5 and 10 per cent last 
year. But since there was little increase in unit labour 
costs in 1968, some of the gain of devaluation, in terms 
of comparative costs in dollars, still remain. 

Forecasts for 1970 suggest a certain relaxation in the pace 
of demand expansion, even without any change in ‘tax 7 
or credit policy. In particular, there 1$ evidence from 
business tests that the investment increase is slowing down 
—one reason being a squeeze on company liquidity re- 
sulting from the labour cost increases. Since the round 
of pay increases is still in progress ?° the expansion of 
household incomes should continue, but consumer prices 
(whose rise in 1969 was largely due to indirect tax in- 
creases) should rise less. The result may be some acceler- 
ation of the growth of real consumption. But with a 
slower rise in investment, imports should not increase so 
much as in the last two years while there should be better 
opportunities for taking advantage of the increasing 
competitiveness in manufactured exports. No large 
change in the size of the current account deficit appears 
to be in sight. The rise in real GNP in 1970 may in these 

72 See OECD, Economic Survey: Iceland, January 1970. 

78 The Central Bank has limited powers to control the operations 
of the ‘‘ non-associated ’’ banks which are important channels for 
the inflow of foreign capital for, among other purposes, the financing 
of consumer credit. 

74The budget for 1970/71 was announced in April. 

75 Efforts are being made by the Government to moderate the rate 
of pay increases. Attempts to impose a voluntary limit of 7 per cent 
have not been accepted. The Government has powers to control 
price increases, and may use them if pay increases above this 
‘‘norm’’ are passed on into prices, 
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circumstances be about 414 per cent, a little greater than 
in 1969. 

The 1960s have seen a considerable transformation of 
the Irish economy, with a regular inflow of foreign capital 
helped by important tax incentives, and a check to the 
outflow of manpower. The accompanying rise in average 
pay, to near the United Kingdom level, may be regarded 
as a part of the transformation process. So long as the 
inflow of foreign capital continues—and it can no longer 
benefit extensively from cheap labour—a current deficit 
on the balance of payments can be supported. 


Total output increased in the Netherlands by 5 per cent 
in volume in 1969 and industrial output by over 12 per 
cent. The latter figure is above the long-term trend, 
whereas the GNP-growth is close to it. The special 
features of development in 1969 were that stockbuilding 
and exports made the major contribution to growth. 
Domestic demand increased by only a little over 4 per 
cent (excluding stocks by only 2 per cent). 

Private consumption is now estimated to have increased 
by 314 per cent in 1969. This moderate increase should 
be seen against the background of a rather large increase 
in nominal disposable incomes; the increase in consumer 
prices (7 per cent, only partly explained by the introduc- 
tion of the value added tax), offset most of the rise in 
money incomes. Fixed investments came to a standstill— 
there was even a reduction in the volume of residential 
construction. The export performance on the other hand 
was impressive: exports of goods increased by 17 per cent 
in volume and total exports of goods and services by 16 
per cent. This was more than the increase in the (weighted) 
demand on Netherlands exports markets. The gain 
in the market share can be explained by the mounting 
importance of the export of natural gas and by the weak 
domestic demand. Nevertheless, imports increased by 
14 per cent in volume, to some extent as the result of the 
high rate of stockbuilding. 


The prospects for 1970 include a moderate expansion 
of private investment. Public investment is expected to 
remain at its 1969 leve!. In contrast to 1969, private con- 
sumption is expected to increase quite fast in 1970. The 
consumption forecast is based upon an expected increase 
in average wages and salaries by 8 per cent (10% per cent 
in 1969). Because of the smaller effect of tax progressive- 
ness, and of a reduction in direct taxes, average after-tax 
earnings should rise by 7 per cent (8 per cent in 1969). 
The important difference as compared with 1969, how- 
ever, lies in the expected development of prices. In 1970 
the increase in consumer prices is estimated to be only 4 
per cent. Real private consumption would thus increase 
by 5 per cent. Fiscal policy is aimed at being moder- 
ately restrictive: there will be an increase in certain in- 
direct taxes and in the standard rate of the value added 
tax. On the other hand, compensation for the effects of 
tax progressiveness on nominal income increases will be 
given. The growth rates of foreign trade are expected to 
fall off considerably in 1970, exports to 9.5 per cent (an 
expected slow-down in world demand) and imports to 
7.5 per cent (with reduced stockbuilding). Total GNP is 
estimated to grow by some 4.5 per cent, in volume. This 
incorporates a somewhat slower productivity growth than 
in 1969. 


The main problem for economic policy in the Nether- 
lands in 1970 will probably be the development of costs 
and prices. It is admitted that the price forecast for 1970 
may be too low. The situation is complicated by sharp. 
differences of opinion about the new “wage law ”’ recently 
introduced, under which the Government retains power 
to reject already negotiated wage agreements of which it 
disapproves. It is true that this sanction is declared to be 
for use only in cases of extreme necessity, but the need 
for it is strongly disputed by some important labour 
market organizations. 


Total GNP in Norway increased by 3.9 per cent in 
volume between 1968 and 1969. The rate of growth was, 
however, markedly affected by the unfavourable harvest, 
poor fish catches and the reaction from the shipping- 
boom following the Suez crisis. Disregarding such effects, 
real GNP rose by between 5 and 6 per cent, well above 
the longer-term trend. Manufacturing output increased 
by over 6 per cent, also above the longer-term trend. 


Fixed investment shows a continued fall between 1968 
and 1969 as a whole. This is the result of the decline in 
investment in shipping, particularly in the first part of 
the year. Other fixed investment had a more positive 
development in the course of the year and contributed, 
including residential construction, to the upswing in 1969. 
This was backed up by a good development of exports: 
excluding shipping services and export of old ships the 
volume increase is estimated to be 10 per cent, about the 
same asin 1968 (including these items the increase is only 
5 per cent). But the most important contribution to the 
growth of expenditure came from the development of 
private consumption, which increased by 6 per cent in 
volume. Much of this was anticipatory buying—above 
all of new cars (a rise of 50 per cent) and consumer 
durables—in advance of the price increases expected to 
follow the tax reform of January 1970, referred to below. 
The lively consumer demand was largely fed by imports. 
Imports of goods, excluding ships, rose by 13 per cent 
(including ships by only 5 per cent); imports of consumer 
goods (first nine months) rose by more than 20 per cent. 
Meanwhile Norwegian industrial production of consumer 
goods for the home market increased by only 3 per cent 
(although stocks were also run down) but the major in- 
crease in industrial production was an 8 per cent rise in 
production for export. 


The developments during 1969 meant a gradually in- 
creasing utilization of available capacity. The number 
of persons employed increased by about 2.5 per cent 
during the course of the year. Consumer prices rose 
rather moderately, by 3.3 per cent (year-on-year). For the 
second consecutive year, the current balance of payments 
was, exceptionally, in surplus, partly due to the low im- 
ports of new ships. 


The prospects for 1970 are heavily influenced by the 
development of public finance, due to the reform of the 
tax system which took place at the beginning of this year. 
There will be a considerable shift towards indirect tax- 
ation. The current sales tax (about 1314 per cent) has 
been replaced by a value added tax of 20 per cent. This 
is in itself expected to increase consumer prices on average 
by 5.8 per cent. To compensate, State income-tax will be 
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reduced.”* Important increases in transfers to households 
are also expected (see table 9). There are reasons to 
expect a clearly expansionary net effect from the 1970 
budget. Private consumption is expected to rise by about 
4 per cent in volume. The investment boom is expected 
to get into full swing: a total increase of more than 11 per 
cent is expected, with a stress on investment in machinery 
and shipping. Export growth is expected to be kept up 
rather well (although not when weak exports of ships are 
included). Imports (in particular when import of ships 
is included) are expected to accelerate considerably in 
1970 and, in spite of an expected improvement of export 
prices, the current balance of payments is forecast to 
return into the normal deficit. The increase in real GNP 
at 4.7 per cent should be somewhat greater than that of 
last year. 


Total output in Sweden is estimated to have increased 
by some 5 per cent in real terms in 1969 and manufac- 
turing output by about 7 per cent. The expansionary 
elements as compared with 1968 were mainly stock- 
building and fixed investment, whereas consumption and 
the external balance did not contribute to the acceleration. 
Capacity restrictions had an increasingly negative influ- 
ence on growth in the course of the year. Productivity 
(per hour) increased by between 4.5 and 5 per cent. The 
increase in consumer prices stayed at 2.7 per cent. The 
development of the external balance was unfavourable. 
Although exports increased by about 12 per cent and 
terms of trade developed favourably, the deficit on the 
trade balance was somewhat higher than in 1968 (imports 
increased by 13 per cent in volume). Through a deterio- 
ration in the balance of services and transfers the deficit 
on the current balance of payments increased from about 
0.5 to about 1.1 billion kronor. 


The official forecast for 1970 envisages a growth of 
total GDP by not quite 414 per cent in volume.”* This 
forecast incorporates a positive contribution from the 
external balance and a continued expansion of investment. 
The growth rate of consumption is expected to fall again 
in 1970—increasing by 3№ per cent in volume with a 
growth in nominal disposable income of 62 per cent and 
in consumer prices of about 3№ per cent. Exports are 
expected to rise by 814 per cent and imports by 7 рег 
cent in volume. Together with an expected continued 
improvement of the terms of trade, this development 
would mean a cut in the deficit on the current balance of 
payments from 1.1 to about 0.7 billion kronor. 


The most difficult prospects to assess seem to be those 
for investments and for exports. The investment forecast 
is built on business surveys, as usual corrected upwards 
with standard factor. The relatively important swing in 
industrial investment (particularly building), from a rise 
of 6 per cent in 1969 to one of 10% рег cent in 1970, 
might be impeded by the present rather hard credit 
policy, which will probably remain tight in the interest 
of the capital balance. On the other hand, a certain space 


76 About 40 per cent of State income-tax payers will be relieved of 
tax; the steep progressiveness of tax rates for the highest incomes 
List) 
will be reduced. че een 
76a [п the revised national budget, the GNP forecast for 17/0 has 
been reduced to 3.5 per cent 


will be created by an expected slow-down in all types of 
public investments. 


The export forecast implies a slight gain in Swedish 
market shares in 1970, contrary to recent trends. It is, in 
particular, exports of engineering industry and the very 
dynamic group of “ miscellaneous” goods that would 
expand more than normal. Such a development is not 
impossible given, for example, the effects of the re- 
valuation in western Germany. 


The impact of general government finance on the rest 
of the economy contributed to growth in total GNP, 
according to Swedish estimates, more than 1 percentage 
point in 1969. In 1970 the contribution is expected to be 
smaller, but still positive (about 0.5 per cent). In both of 
these years, however, the impact of the central government 
is estimated to have been restrictive, approximately to an 
extent of about 0.5 per cent of GNP. In view of the 
limited labour resources in Sweden, a reform of the 
system of taxation of married couples, designed to en- 
courage the entry of married women into the labour 
market, is expected to come into effect in 1971. Asa 
prelude to this reform, certain indirect taxes will be 
increased in 1970. 


In Switzerland, only a modest slowing down in the 
growth rate of gross national product is envisaged for 
1970 (4 per cent as against 4.7 per cent in 1969); but both 
fixed investment and private consumption should accel- 
erate. The expected slowing down in gross national 
product derives entirely from an assumed deceleration 
in exports (from 12 per cent in 1969 to 9 per cent in 
1970). 

The Federal budget for 1970 has been designed to play 
a moderately restrictive role; but recently other restrictive 
measures have been approved by the Federal Government 
(anticipation of tariff reductions under the Kennedy 
Round, reduction in export credit guarantee, restrictions 
on consumer credit) and the construction programme of 
the Federal Government may be scaled down. A bill has 
also been submitted by the Government to the Chambers 
proposing the introduction of a temporary export deposit 
scheme, amounting to 5 per cent of the value of exports. 
The policy measures adopted or envisaged by the Federal 
Government, whose powers of short-term demand man- 
agement are very limited, aim at cooling down both 
foreign and domestic demand, in an attempt to avoid 
pressures on the price level and manpower resources. 
Wage and price increases have been so far very modest in 
Switzerland, especially in comparison with its major 
trading partners. In 1969, unit labour costs probably 
declined in manufacturing, and gross profits rose. A 
somewhat more rapid increase in wages and prices appears 
likely in 1970. 

The extensive holdings of short-term Euro-currency 
investments by the Swiss commercial banks have made 
it impracticable for the national Bank to exercise effective 
monetary control by open market policy or by minimum 
reserve requirements. The National Bank has, however, 
reached agreements with the commercial banks to exercise 
some restriction on the expansion of credit. The results 
have so far been modest, but may become more effective 
in 1970 


(ii) General review of short-term prospects 
(see table 1 for the data underlying this discussion) 


Most of the national forecasts for 1970 envisage a 
slowing-down of output growth; only for Ireland, Italy, 
Norway and the United Kingdom—countries where 
growth was held back for various reasons in 1969—is 
some acceleration expected (see table 1). It may be noted 
that the growth rates now forecast for 1970 are generally 
rather close to the long-term trend rates (around one per- 
centage point or so faster than the trend for Belgium, 
Finland, Ireland, Italy, but a point slower for Denmark 
and western Germany).’? It may be observed that the 
national growth forecasts made a year ago for many 
countries were also rather close to the long-term trends 
(France being the most conspicuous exception).”* Very 
broadly, it appears that last year’s expectations of a 
return to “normal” growth rates have been postponed 
tor. 70: 


Some of the general implications of the national 
forecasts, especially for international trade flows, will be 
considered and an attempt made to assess them. 


The national forecasts aggregated 


To begin with, the mutual consistency of the national 
forecasts may be exemined. Added together, the pro- 
jections for industrial western countries show the follow- 
ing weighted growth rates, in volume: 


Ratio to GNP 
1969 1970 growth 
Per cent 1969 1970 
РА 6.0 4.7 
Imports 9 тЫ! 9.5 2.15 2.0 
Exports@, ... 12.> до 2.0 1.7 


Source: table 1. 
а Goods and services. 


These forecasts imply a slightly smaller elasticity of 
import growth to output growth in 1970 than in 1969— 
maintaining, in most countries, considerably greater 
import elasticities than the long-term average (see footnote 
43, page 119). The ratio of export growth to GNP growth 
is forecast to decline rather more; the implications of this 
decline will be considered later. Further implications may 
first be drawn from the import forecasts, distinguishing 
intra-trade within western Europe from trade with the 
rest of the world.?* A comparison made in chart 2 shows 
a remarkable similarity between developments in the 
cycle 1959-1961 and those in the present cycle (adding 
the national forecasts for 1970). In both upswings—very 


77 Рог the trend rates in 1953-1967 see part I of this Survey, 
especially chapter 3, table 3.6. For Ireland the 1970 forecast is 
2 points above the 1953-1967 trend, but there was a significant lift 
in the trend in the 1960s. For western Germany the underlying 
trend in the 1960s appears to have been slower than that in the 1950s. 

78 See the Survey for 1968, chapter J, table 1. However for a 
number of countries as well as France some acceleration was fore- 
seen, although the growth forecasts were mostly surpassed. 

; 79 The following discussion relates to trade in merchandise only, 
in volume terms, adjusting the forecasts by using ratios between 
merchandise and total goods and services found in the past. 


similar in respect of growth of GNP—intra-European 
trade grew at about the same rates. But whereas in the 
1959-1960 upswing, western Europe’s imports from the 
rest of the world reacted immediately and strongly to the 
acceleration of output, in the present upswing the increase 
in imports from the rest of the world was distinctly 
weaker. 


Western Europe’s export volume to the rest of the 
world grew faster, in both cycles, in the first year of 
upswing (1959 and 1968) but slowed down in the second 
year (the peak in export growth in 1968 was more accen- 
tuated, reflecting the exceptional increase in exports to 
the United States in that year). 


The general shape of the aggregated national forecasts 
for 1970 coincides in many respects with actual develop- 
ments in 1961—the year of slowing down in output and 
trade. To break down the forecasts of total trade between 
intra-trade and trade with the rest of the world, an arbi- 
trary assumption had to be made. In the peak year, 1960, 
the elasticity of intra-trade to GNP growth was 2.5 and 
was not very different (2.7) in the following year of slow- 
down. In 1969, this elasticity was as high as 3.1 and may 
have been influenced by special factors unlikely to persist; 
it is assumed to fall to 2.8 in 1970, implying a 12 per cent 
growth in the volume of intra-trade.*® This in turn implies 
an increase in volume of western Europe’s imports from 
the rest of the world in 1970 of 5-6 per cent compared 
with 9 per cent in 1968 and again in 1969." In 1961, by 
contrast, western Europe’s imports from the rest of the 
world hardly increased at all (a major reason was the 
decline in the value of United Kingdom imports in that 
year). One reason for expecting, this time, a less harsh 
impact on the rest of the world is the fact that the United 
Kingdom, the biggest west European importer from out- 
side, did not share in the 1969 expansion of imports and 
is likely, with rather faster growth, to increase its pur- 
chases in 1970. 


On the same assumption about the growth of intra- 
trade in 1970, the national forecasts of total exports would 
yield effectively no increase in western Europe’s exports 
to the rest of the world (against a rise of 7 per cent in 
1969). This is what happened in 1961 when western 
Europe’s exports both to North America and the devel- 
oping countries were flat. It is at this point, perhaps, that 
the cautious approach of the forecasters is most clearly 
apparent. Since exports to the rest of the world are equiy- 
alent to about 7-8 per cent of the combined-GNP of in- 
dustrial western Europe, the cessation of growth of these 


80 


= Granted the forecast output growth (4.3 per cent) in 1970, the 
differences between elasticities of 2.5 and 3.1 would mean differences 


in implied growth rates of intra-trade of 11 per cent and 13 per cent 
only. 


“1 With elasticities in intra-trade of 2.5 and 3.1, the increases in 
imports from the rest of the world would be 7 per cent and 4 per 
cent respectively. 

*? With elasticities of intra-trade of 2.4 and 3.1, the increases in 
exports to the rest to the world would be 1 per cent and —1 per cent 
respectively, = 


—_—_ 
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exports could result in nearly half a point decline in the 


growth rate of the combined GNP (allowing for the 
import content of the exports). 


Thus the general picture conveyed by the sum of па- 
tional forecasts hangs together and in broad terms appears 
consistent with the most relevant past experience. 


Assessment of the forecasts 


Yet reasons may be tentatively suggested for modifying 
In some degree the outlook emerging from the national 
forecasts. Looking at industrial western Europe as a 
whole, we may pick out some of the “ exogenous ”’ factors 
determining output growth of the region. 


(a) We may begin with exports to the rest of the world. 
The sum of national forecasts, as just suggested, appears to 
imply effectively no increase on the 1969 level, in volume. 
One reason may well be the influence of a check to growth 
in the United States. There is no longer much doubt that 
output and demand growth in the United States has been 
checked; indeed most (although not all) current opinion 
now tends to foresee a rather more severe check than was 
put forward at the beginning of this year by the Council of 
Economic Advisers as a policy objective for 1970, having 
in mind the aim of an improved balance in the economy.*? 
The Council made it clear that policy should be recon- 
sidered if the economy seems to be on a “ markedly 
different path ° * (although it is difficult to believe that 
any change in policy could much affect the outcome 
until well beyond mid-year). However, the effect on 
western Europe’s exports need not be exaggerated; even 
in 1967, the year of a “ mini-recession ””, when real GNP 
in the United States grew by only 2!4 per cent, the value 
of imports from western Europe increased by 5 per cent; 
it should also be noted that United States’ imports from 
western Europe already showed no increase in 1969 (after 
the exceptional 25 per cent rise in 1968) without much 
impact on growth in western Europe. Exports to devel- 
oping countries should also grow in 1970, as a result of 
the increase in 1969 of their capacity to import, caused 
partly by a substantial export volume growth (some 9 
per cent between the three first quarters 1968 and the 
three first quarters 1969) and partly by a significant in- 
crease in their average export unit values (3 per cent 
between the third quarter 1968 and the third quarter 1969). 
The developing countries in 1969, as in 1968, added about 
$1 billion to their reserves, to which should be added 
their modest share of the special drawing rights distrib- 
uted early in 1970. Moreover, the national forecasts 
appear to imply something like a 5 per cent further 


83 Economic Report of the President, together with the Annual 
Report of the Council of Economic Advisers, February 1970. The 
CEA suggests for 1970 as a whole an increase in GNP at current 
prices of 514 per cent over 1969, with a price rise of “ substantially ” 
less than 5 per cent (page 58). This might indicate an increase in 
real terms of between say 1 and 2 per cent оп the year, with a level 
in the first half of 1970 about equal to that in the second half 1969 
followed be renewed growth in the second half of 1970. 

84 Op. cit. page 62. 

85 [п September 1969, total reserves of developing countries 
stood at $14.7 billion (table 17). At the end of 1960, just before the 
slow-down in western Europe, they stood at only $9.5 billion. 


increase in western Europe’s imports from the rest of the 
world in 1970. Taking account also of the expectation of 
an increase in exports to eastern Europe, it seems reason- 
able to foresee some expansion of the volume of western 
Europe’s total exports to the rest of the world rather than 
the unchanged level which seems to be implied by the sum 
of national forecasts. 


If the correct implications have been drawn from the 
national trade forecasts, then it may be suggested that a 
moderately more optimistic view of exports to the rest 
of the world (say an increase of 5 per cent in volume 
instead of no increase) could perhaps add up to half a 
percentage point to the forecast increase in the combined 
growth of real GNP of industrial western Europe. 


(b) The upsurge of fixed investment, in machinery and 
equipment rather than in construction in several countries, 
and in private rather than public investment, was one of 
the most striking features of 1969. As already suggested, 
it still has a great deal of strength behind it and, in accord- 
ance with previous experience, investment is likely to 
continue to increase quite fast even if GNP growth slows 
down. The national forecasts, based largely on surveys 
of investment plans or intentions in private business, 
together with plans for public investment, do not for the 
most part suggest that any slowing down in the pace of 
investment increases is expected. The important excep- 
tions, however, are France 38° and, even more strikingly, 
western Germany where the growth of investment is 
forecast to decelerate substantially; in both countries, 
the forecasts appear well justified. Added together, 
growth of fixed investment contributed rather under 2 
per cent to the growth of the combined GNPs of the 
industrial countries in 1969 (nearly one-third of the total 
growth). The national forecasts would reduce the con- 
tribution of fixed investment to growth to about 11 per 
cent in 1970. On balance, therefore, the expected slowing 
down of investment growth is responsible for about half 
a percentage point in the forecast decline of over-all GNP 
growth in the industrial countries.*? 


(c) Thus the forecasts of exports to the rest of the 
world, and of fixed investment, each contribute some- 
thing like half a percentage point to the fall in the growth 
rate of the combined GNP from 6.1 per cent in 1969 to 
4.3 per cent in 1970. For the rest of the fall, a decline in 
the volume of private consumption is mainly responsible 
(the changes in public consumption cannot in total con- 
tribute much but there may well be a decline in stock- 
building). To some extent, the movement of private con- 
sumption may be regarded, in the short term, as inde- 
pendent, within a narrow range, of other changes in the 
economy; the rather general acceleration of pay increases 
in 1969 (see page 100 ff.), although it will be in large 
measure eroded by price rises, is bound to maintain for 
a time the increasing strength of consumer demand in 


86 The apparent slowdown in France, on a year-to-year basis, is 
probably somewhat exaggerated because of the interruption to 
growth in 1968. 

87 [п effect, a big decline in growth of investment in western 
Germany and France is not fully offset by expected accelerations in 
Italy, the Netherlands and the United Kingdom. 


real terms. But the rise in consumer demand must also 
be regarded as dependent upon the strength of the more 
strictly exogenous impulses—which for industrial western 
Europe as a whole are exports to the rest of the world and 
investment. If one or both of these impulses should prove 
stronger than the sum of national forecasts suggests, 
they would have a multiplier effect on the rise in real 
consumption.*®® 


To sum up, it is suggested that the slowing-down of 
output growth embodied in the national forecasts, al- 
though far from unrealistic, may possibly be regarded as 
putting excessive weight on the contractionary forces 
affecting industrial western Europe as a whole. It must 
be accepted that some slowing down is the most probable 
outcome for 1970. But reasons have been given for 
thinking that the over-all growth rate of real GNP in 1970 
could be at least 5 per cent rather than the 414 per cent 
resulting from adding up the national forecasts. 


The question must, however, be asked how far short- 
term economic policies should be regarded as an inde- 
pendent influence on the growth rates in 1970. It was 
suggested above (page 111) that present budgetary policies 
for 1970 are, for most countries, not strikingly more re- 
strictive in their probable effects on the growth of domestic 
demand than the policies in force last year, even if mone- 
tary and credit policies have tended to become increas- 
ingly stringent. Where a slowing down in growth is 
foreseen, it seems that the authorities expect it to come 
from a spontaneous weakening of demand—domestic or 
external—rather than from any deliberate change in the 
tone of policy. It is true, however, that in western Ger- 
many, fiscal policy for 1970 (if less severe than last year) is 
calculated to slow down the growth rate, but by rein- 
forcing rather than reversing what is believed to be the 
existing trend in investment, and relying on a substantial 
slow-down in exports. It has been suggested above that 
the official forecasts may underestimate both the strength 
of demand and the rise in prices. It appears that the 
increase in the discount rate in early March indicates a 
more restrictive turn of policy. 


A certain slowing-down of output growth in 1970 
would not be without its advantages. It would reduce 
the risks of provoking increasing pressures on supplies, 
costs and prices; such pressures might otherwise compel 
governments to adopt more drastic policies of restraint 
later in the year which could lead to an undesired and 
more serious interruption of economic growth in 1971. 
This is not to say that such a slowing down in growth 
rates could be expected to result, in 1970 itself, in the 
substantial check to rises in costs and prices which is a 
major policy objective in several countries. As pointed 
out earlier, pay, costs and prices respond only slowly to 
changes in the economic conjuncture. Historical experi- 
ence suggests that pay increases will continue for a time 
at much the sames rates as last year (page 100): because 
of the lagged response of employment to output changes, 


88) ата ae : 

Capacity would hardly impose a constraint on the output 
response from western Europe as a whole, although possibly 
limiting expansion in some countries. | 


productivity gains are likely to be reduced (рр. 92 and 97); 
во unit labour costs, and final prices, must be expected to 
continue increasing (pp. 104-107). Policy cannot, there- 
fore, be assessed by reference to an apparent absence оЁ. 
immediate effects. 


Balance-of-payments prospects 


Finally, many of the national forecasts include some 
estimates of the expected out-turn of the balance of 
payments on current account in 1970. The forecasts for 
the four major economies, in current prices, can be given 
only within a broad range, but the expectations appear 
to be about as follows: 


Current account balances 
($ billion) 


1969.4 1970 
France (including franc area) . = 05 
Western Getmany =... = - 1.8 ЗА to 1 < 
а ое о рэ 1144 
ОО ой ооо бое 0.9 1% to 24 

3.4 314 to 434 


a See table 14; all estimates for 1969 are still very provisional. 

b Derived from official forecast for goods and services; net transfers assumed 
about constant. 

c Lower limit derived from official forecast for goods and services; net transfers 
assumed constant. See also note on western Germany pp. 131-133. 


d See notes pp. 133-135. The estimate for Italy is a very hypothetical one. 


The smaller industrial countries were together about 
in balance in 1969; the national forecasts appear to imply 
a hardly significant net deficit in 1970.8° Thus, for indus- 
trial western Europe in total, the current surplus with the 
rest of the world might swing from about $3.4 billion in 
1969 to a figure between $314 billion and over $414 billion 
in 1970. Because of their mutual interdependence, it is 
hardly possible that all four large economies will achieve 
simultaneously either the minimum or the maximum of 
the respective ranges suggested. A more likely outcome 
is perhaps a current surplus for the four large economies 
in the neighbourhood of $4 billion—an increased surplus 
of say half a billion dollars. To this may be added the 
looked-for improvement in the current surplus of the 
United States.°° The counterpart is an increase in the 
current deficit of the rest of the world—mainly the devel- 
oping countries**—of the order of magnitude of 
$1 billion. This may not be unmanageable for a time in 
view of their better reserve position, and if there were 
larger capital outflows from the developed countries. 


8° Balance-of-payments forecasts are not given by every country. 
Improvements are foreseen in Denmark, the Netherlands and 
Sweden, but some worsening ш Finland, Norway and possibly 
Switzerland. 

99 Net exports of goods and services are expected by the Council 
of Economic Advisers to rise from about $2.1 billion in 1969 to 
about $3 billion in 1970 (Economic Report of the President, page 62). 


91 The Japanese current surplus (about $2 billion in 1969) is 
expected to be approximately maintained, 
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But from the point of view of the rest of the world, the 
sum of the maximum forecasts for the developed countries 
—an increase in their aggregate surpluses of, say, over 
$2 billion—is not very likely to be achieved,” 


It is not practicable to adjust these national balance-of- 
payments forecasts to the possibility, suggested above, of 
a bigger increase in western Europe’s exports to the rest 
of the world. There would not necessarily be much of an 
increase in the forecast surpluses—bearing in mind the 
wide range—since import volumes might increase more 
and since the effect on terms of trade could be adverse to 
the industrial countries. 


9? The forecast increased surplus of the west European countries, 
in terms of current prices, may appear inconsistent with the greater 
increase in total imports than in exports of goods and services, in 
volume, reported above. The assumptions about price’developments 
in the forecasts are not always made clear. But some improvement 
in the terms of trade is explicit in the forecasts for Sweden and the 
United Kingdom and appears to be implicit in that for western 
Germany. 


The forecasts indicate a move towards a sustainable 
pattern of current balances in western Europe, to which 
the exchange rate adjustments have made an important 
contribution. Moreover the forecasts rest upon a pattern 
of expected growth rates of demand and output which are 
not excessively remote from (although in some important 
countries somewhat less than) the medium-term growth 
objectives. If the pattern of these general trends in growth 
and current balances can now in fact be realized—and, 
better still, if rather faster growth rates can be equilibrated 
with a sustainable pattern of balances—the way seems 
open to a much smoother pattern of economic devel- 
opment in, and after, 1970. A more effective harmonizing 
of the aims and techniques of policies for economic 
management could do much to ensure this more harmo- 
nious development within the group of increasingly linked 
economies of western Europe. Equally important, it 
could create far better opportunities for consolidating 
and strengthening western Europe’s links with its eco- 
nomic partners in the rest of the world. 


CHART 2 


Annual yolume changes in west European GDP, intra-trade and trade with the rest of the world 


(Per cent change from previous year) 


A = 1958 to 1961 
B = 1967 to 1970 


Scale for 
GDP Intra- WE 
| о trade 
8 GDP 


6 


Note. — See text for sources. 
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6. TRENDS AND PROSPECTS IN SOUTHERN EUROPE 


After a considerable slowdown in 1968, the expansion 
of economic activity in the south European countries 
has in general gained momentum throughout 1969. As 
suggested in the Survey for 1968, the readjustment 
period of 1967-1968 in Greece, Spain and Yugoslavia 
has been followed by a new phase of expansion in which 
the growth of real output accelerated to a rate of about 
8 per cent in Greece and Spain and of 9 per cent in 
Yugoslavia. In Cyprus there was also a marked acceler- 
ation in the rate of growth of output. Turkey maintained 
a level of economic activity almost in line with the 
planned 7 per cent rate of growth of real output in spite 
of a virtual stagnation of agricultural production. In 
Portugal, the mild acceleration of expansion in the non- 
agricultural sectors was insufficient to offset a fall in 


agricultural output; hence total economic growth slowed 
down. Increasing exports, especially of industrial prod- 
ucts as a result of the upswing in west European demand, 
gave continuing support to the expansion of industrial 
production. Turkey, however, with its very different 
export structure and the smaller share of its output 
dependent on exports, had less opportunity of benefiting 
from the expansion. 

Except for Portugal and Yugoslavia, prospects for a 
further expansion in 1970 of about the same order as in 
1969 seem likely; but if the inflationary pressures already 
apparent in some of these countries in 1969 become 
more intense this year, they could render unavoidable 
the reinforcement or introduction of policies aimed at 
curbing demand. 


(i) Output and demand °3 


The preliminary estimates of GNP in Greece in 1969 
put it over 8 per cent above 1968. The acceleration in the 
growth of the economy in 1969—which was initiated in 
1968 through the credit measures aiming at the revival of 
construction activity—was favourably influenced by the 
recovery of agricultural output after the setback of 1968, 
but other main sectors of the economy also experienced 
in 1969 a faster rate of real growth than in the previous 
year. The most dynamic demand forces were investment, 
particularly private investment, and exports; domestic 
consumption seems to have expanded at a rate slightly 
below that for the growth of total output. The private 
sector expanded more rapidly than the public sector both 
for investment as well as for consumption, but a somewhat 
greater than desirable share of the private investment 
effort continues to be directed (still under the influence 
of the 1967 policy measures) to residential construction 
fo the detriment of a greater share of productive т- 
vestment. Nonetheless, the data for imports of capital 
goods, the great increase in industrial credits, and the 
estimates derived from the sample survey of the Feder- 
ation of Greek Industries point to a considerable acceler- 
ation in industrial investment during 1969. 


The over-all expansion of demand was achieved with 
only a very moderate increase in the price level which 
may have risen by 2-3 per cent after remaining completely 
stable in 1968. The favourable harvests have been an 
important factor in the general price stability but the 
considerable increase in the current deficit has also acted 
as a safety valve preventing higher price rises. 

93 Parts (i) (ii) and (iii) of this section cover Greece, Portugal, 
Spain and Turkey. Yugoslavia is covered separately by part (iv). 
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The considerable increase in agricultural production 
in 1969 (of nearly 7 per cent) originated mainly in the 
cereal sector and it coincided with the upward turn in the 
production cycle of the olive crop while the tobacco crop 
was reduced. 


The acceleration of production ш the industrial 
sector, which gradually spread in 1968 from the branches 
associated with construction to other industries, gained 
momentum throughout 1969. In general, the manufactur- 
ing branches producing investment goods expanded at 
a considerably faster rate than those producing con- 
sumers’ goods; particularly fast rates of growth were 
recorded in 1969 in the basic metals, electric machinery 
and non-metallic mineral branches, but certain consumer- 
goods branches such as textiles, footwear and made-up 
textile goods have also experienced a relatively fast rise. 
Under the impact of the acceleration of economic activity 
in agriculture and industry, growth in the service sector 
accelerated considerably. As table 18 shows, growth of 
services is estimated at 6.7 per cent. 


No detailed estimates have yet been released on the 
growth of output and demand in Portugal in 1969, but 
a global estimate of GDP growth (of 5.2 per cent over 
1968) was given in the budget speech of the Minister of 
Finance at the end of November 1969. The figures 
included in table 18 for 1969 are therefore very tentative 
estimates based on partial data and represent only rough 
orders of magnitude of the evolution of the main sectors 
of the Portuguese economy. 


On the demand side, it seems likely that the most 
dynamic elements in 1969 were public investment and 
private and public consumption, while private investment 
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TABLE 18 


Changes in output by sectors, and in prices, in selected south European countries 


(Annual percentage changes) 


о I la ah A a Про г 


1966 1967 1968 1969 1966 1967 1968 1969 
| С 
Change т output (at constant prices) ie Boras 
и РЕ NE iss та т $e meres 9.8 4.5 4.9 8 3.3 6.0 5.9 ay 
ihe е 0.1 4.6 —5.5 6.8 —9.7 10.6 2.0 —6* 
, pay) 
Construction. 6.6 \ 3.9 11.0 12.0 a ae a te 
ОВ mere hw tee. See Sy es 13.8 4.8 5.8 6.7 3.5 74 6.8 @i 
Distribution of GDP in 1966 and contribution to 
increase in GDP in 1967, 1968 and 1969 
ES ees re 297 21.6 —23.8 15.6 19.8 ate 6.3 
ndustry. ae Re tee 1930) 36.8 48.6 55.9 
Construction. В 25.3 64,5 44.0 5.9 SNES = 
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Sources: Greece: О Oikonomikos Tachydromos, 19 January 1970; Monthly 
Statistical Bulletin; OECD Economic Surveys—Greece; UN Yearbook of National 
Accounts Statistics. Portugal: Communication to OECD from Instituto Nacional 
de Estatistica; Bank of Portugal, 1968 Report; Boletim mensal de estatistica, 
EGE Indicators. Spain: Contabilidad nacional de Espafia; Boletin mensal de esta- 
distica; ECE Indicators. Turkey: OECD Economic Surveys—Turkey; Resmi Gazete, 
10 December 1969; Central Bank of Turkey, Monthly Bulletin. 


—particularly private industrial investment—levelled off 
after a certain recovery in late 1968 and early 1969. The 
moderate increase in total demand has had a favourable 
influence on the current balance, mainly due to the ap- 
parent stagnation of imports and the considerable 
improvement of invisible earnings. Supply maladjust- 
ments and the poor agricultural year caused, however, 
a considerable acceleration of the increase in domestic 


а August-October over August-October. 

Ь September-November over September-November. 
с Net domestic product for Turkey. 

d July-September over July-September. 


prices, the over-all price level rising probably at a rate 
of over 5 per cent. 


Agricultural production was affected by bad weather 
(excessive rain). Crop production, particularly cereal 
production, suffered while animal production was satis- 
factory. The main declines from the relatively favourable 
results for 1968 were in wheat (—49 per cent) and barley 
(—40 per cent) and leguminous production, but fruit and 


wine production was also low and the expected increase 
in the production of olive oil (of 14 per cent) is considered 
low in view of the favourable phase of the production 
cycle. Neither fishing nor forestry, which are relatively 
important sectors within the Portuguese economy, 
appear to have experienced significant changes in 
1969. 


Industrial output seems to have evolved rather favour- 
ably in the first eight months of 1969; the last industrial 
inquiry carried out by the Portuguese Chamber of In- 
dustry in September 1969 indicates that entrepreneurial 
expectations were optimistic for the rest of the year and 
that the degree of capacity utilization had increased 
significantly between March and September 1969. 


Mining apparently experienced a new decline in pro- 
duction, while the expansion of public utilities appears to 
have been somewhat faster than that of manufacturing. 
Within manufacturing the branches which experienced a 
fast increase were those of building materials and basic 
industries; consumer branches increased more slowly and 
food processing was affected by the poor agricultural 
production. Construction activity seems to have recovered 
substantially during the first three quarters of the year 
but in all probability the gross value added by the sector 
will still remain much below the peak of 1966. Most 
service branches appear to have expanded at rates similar 
to those in 1968; a noticeable acceleration occurred, 
however, in social services (health and education) and 
in transport and catering, influenced by the recovery of 
tourism. 


According to a recent statement by the Minister of 
Trade (February 1970), real GDP at factor cost increased 
in Spain in 1969 by 7.8 per cent. The rise in output was 
mostly due to a very rapid recovery in industry and to a 
considerable acceleration in the expansion of services 
while agriculture seems to have stagnated. On the demand 
side, a deceleration in the export of goods and services 
coincided with a speeding up of all main sectors of 
domestic demand except for current public expenditure. 
Investment in particular accelerated; it is estimated to 
have increased in real terms by 14.5 per cent. But private 
consumers’ expenditure is estimated to have expanded 
by 8 per cent (more than double the 1968 rate), The 
increase in domestic demand has not been reflected in 
the over-all price level (which is expected to have increased 
by some 2 per cent) but the deficit on current account has 
almost doubled to nearly $500 million and the trade 
deficit (f.0.b.-c.i.f.) exceeded $2.3 billion in 1969, ap- 
proaching the peak deficit of 1966. 


The considerable increase of agricultural production 
in 1968 was followed by almost no increase in 1969. The 
wheat crop declined by some 12 per cent and other 
cereals also declined, although more moderately. The 
barley area, and crop, increased following the policy of 
favouring feedcrops and at the same time reducing wheat 
surpluses. Production of leguminous crops, in general, 
declined as did fruit production, except citrus fruit. 
Animal production increased moderately. compensating 
the fall in cereals. | ь 


In sharp contrast stands the increase in industrial 
production by over 11 per cent (the same figure for manu- 


facturing). This was obtained mainly by the rise in labour 
productivity (9.4 per cent) associated with greater capacity 
utilization.* Mining output, however, declined slightly. 
In manufacturing, the greatest relative increases were ~ 
achieved by “‘ transport material’’, “wood, cork and fur- 
niture” and chemicals, but in practically every branch 
the results were above those for 1968; the exception was, 
naturally, food processing, influenced by the stagnant 
agricultural output. Productive investment in the in- 
dustrial sector (industry, construction and public utilities) 
expanded in current prices by nearly 14 per cent, indicating 
that investment in real terms grew at about the same pace 
as real output. (The corresponding figures for 1967 and 
1968 were —0.8 and 7.7 per cent respectively.) 


Available indicators show that the service sector 
accelerated its growth in 1969; transport, trade and 
catering services obviously benefited from the increase 
in internal demand and from the record tourist inflow 
(21.7 million), and the increase in current public expen- 
diture on social services accelerated considerably. 


According to preliminary estimates for 1969, GDP 
at factor cost increased in Turkey in real terms by some 
6.6 per cent. The sectoral growth of output, by and 
large, followed the pace and pattern of 1968 with slight 
decelerations in the rates of growth of services, agriculture 
and construction and a minor acceleration in industrial 
production. On the demand side the main dynamic 
forces were private investment (which increased by 
nearly 14 per cent at constant prices), exports of goods, 
and public consumption, while private consumption and 
public investment increased less than GNP (at market 
prices). The current deficit is expected to be slightly less 
than in 1968 on account of the improvement in the trade 
balance and a considerable increase in net invisibles. 
Excess demand has become manifest in an accelerated 
increase in the domestic price level—mainly accounted 
for by food prices—rather than in an increase in imports, 
still subject to strict controls and import licensing. 


For the third consecutive year agricultural production 
failed to keep pace with the net increase in population 
in spite of the policy efforts aimed at stimulating greater 
use of fertilizers and selected seeds. However, considering 
the adverse weather conditions in 1969, agricultural 
production achieved a moderate rise, mainly by an 
increase in the wheat crop, and cannot be considered as 
completely disappointing. Mining, particularly crude oil 
and iron ore production, rose fast in 1969, while within 
manufacturing building materials (cement) and, in general, 
investment goods, rose more than consumers’ goods 
(textiles). Construction activity is expected to expand 
quite fast but somewhat less than in 1968, mainly because 
of a smaller increase in residential building. The service 
sector is expected to grow at almost the same rate in 
real terms as in 1968, the very slight deceleration seem- 
ingly originating in government services. 


94 According to press reports (11 February 1970), “ industrial °° 
employment (including construction and public utilities) increased 
by only 0.7 per cent and man-hours worked by 1.4 per cent. As 
labour costs per hour at current prices have increased by 8.7 per 
cent, this implies lower labour costs per unit of output and an 
increase in industrial profits. 


/ 


(ii) Trade and payments 


Data for 1969 indicate for Greece an increase of the 
current account deficit of some $95 million. This reflected 
mainly a widening of the trade deficit since imports (which 
are roughly three times greater than exports) expanded 
by about the same rate as exports. The invisible balance 
improved considerably, due to a sizable growth of 
tourist receipts (following the decline of 1968) and emi- 
grants’ remittances, while shipping receipts stagnated. 
The increase in the surplus of invisibles was sufficient to 
finance less than a fifth of the increase in the trade deficit. 
The net capital inflow, both private and public, increased 
considerably but not sufficiently to prevent a moderate 
decline in foreign currency reserves. Commodity exports 
(on a payments basis) increased only moderately, because 
of a very sharp decline in tobacco exports (by 20 per cent) 
and no great change in food and beverages; but exports 
of minerals and ores increased substantially (15 per cent) 
and of manufactured goods by as much as 60 per cent, 
mainly due to the increases in the exports of nickel ingots, 
leather goods and textiles. With this new expansion, 
Greek exports of manufactures have more than trebled 
in value between 1966 and 1969. The biggest relative 
increases in imports in 1969 were in capital goods (20 per 
cent), raw materials (22 per cent), and food (17 per cent), 
while imports of manufactured consumers’ goods ex- 
panded less than the average. 


The geographical pattern of Greek. trade experienced 
little change in 1969; the EEC and the United Kingdom 
increased slightly their market shares in Greece while 
imports from Japan almost quadrupled; Greek imports 
from the United States declined. Greek exports to the 
United States, on the other hand, developed faster than 
the average, as did exports to Sweden and Spain, while 
Greek exports to the EEC rose relatively slowly. 


Balance-of-payments data for Portugal cover only the 
first half of 1969; the general tendencies in that period 
changed substantially in the second half year, when 
exports slowed down and imports considerably increased 
in contrast with the stagnation of imports in the first half 
of 1969 over the same period of 1968. The current 
balance of continental Portugal might have improved 
marginally in 1969 as a whole as a result of considerable 
gain in net invisibles; emigrants’ remittances increased, 
although the net tourist inflow did not rise as rapidly (in 
either Iberian country) as the number of tourists (average 
expenditure seems to have declined as a result of the 
tourist restrictions imposed by the United Kingdom and 
France). The over-all balance of Metropolitan Portugal 
might, however, have worsened in 1969, since the im- 
provement in the current account was probably more than 
offset in great part by a deterioration in the capital 
balance, due to an increased outflow of short-term capital 
and a dramatic decline in the net long-term capital inflow. 


Of the increase in total commodity exports of Portugal 
in 1969 (12 per cent) nearly a quarter was due to the rise 
in diamond shipments (which doubled); significant in- 
creases also occurred in exports of wood-pulp (39 per 
cent), electrical machinery and appliances (40 per cent) 


and textiles (11 per cent). Portuguese imports of chemi- 
cals, metals and transport equipment increased much 
more than the average for all imports (19 per cent). The 
geographical distribution of imports into Portugal changed 
little in 1969; the main feature was the small decline in 
the share of imports from overseas provinces and the in- 
creasing share of west European countries (especially the 
United Kingdom and western Germany) and of Japan. 
The increase in Portuguese exports was particularly 
marked to EFTA countries other than the United King- 
dom, and to western Germany, while Portuguese exports 
to the United States declined slightly. 


Available data on the foreign payments of Spain refer 
to the first nine months of 1969 (payments basis); but 
because of leads and lags and different evaluation practices 
it is difficult to infer transactions data from payments 
data.* But it can be assumed that the trade balance (оп 
a transaction basis) deteriorated by nearly $350 million 
while the increase in net invisible earnings might be 
estimated at some $130 million; the current account 
deficit may thus have increased from $260 million in 1968 
to about $500 million in 1969. The deterioration in the 
current account derives from the worsening of the trade 
balance because of the rapid increase in imports (over 
20 per cent) following the virtual stagnation of 1968. 
Exports continued to expand rapidly, but slightly below 
the rate of increase in imports; as exports are roughly 
half the value of imports the trade balance deteriorated 
sharply. The invisible surplus increased, due to a rela- 
tively moderate rise in net tourist receipts (of less than 
one-tenth) and to a considerable increase in emigrants’ 
remittances. The net inflow of long-term capital declined 
with reduced foreign borrowing by public authorities and 
a drop in direct private investment. The short-term 
capital outflow seems to have continued at a high level. 
The reshaping of interest rate patterns in July-August 
1969, and the measures to increase competition among 
banks, have so far yielded very modest results and the 
interest-rate differential in favour of deposits abroad 
continues to stimulate a short-term capital outflow. 


The most important increases in imports occurred in 
metallic products (51 per cent)—mainly iron and steel 
(79 per cent)—chemicals (25 per cent) and machinery 
(20 per cent). Imports of agricultural products continued 
to increase but the figure for 1969 (14 per cent) is influ- 
enced by the inclusion in the Spanish foreign trade sta- 
tistics of trade with previously dependent territories 
(Spanish Guinea). Exports of non-agricultural products 
increased by 26 per cent, well above the average but less 
than in 1968 (33 per cent); particularly large increases 
occurred in exports of chemicals, furniture, textiles, shoes, 
and machinery and transport equipment (particularly 
railway rolling stock). The geographical distribution of 
Spanish trade experienced only minor changes; imports 
from EEC countries increased slightly more than the 
average but the share of western Europe in Spanish im- 


95 The differences in the trade balance data for the years 1966 to 
1969 for both sets of data have ranged from $104 to $154 million. 


148 


ports declined due to the loss in the share of EFTA 
countries. Imports from the United States increased 
more than average, while imports from Japan more than 
doubled. Spanish exports to the EEC and Latin America 
increased particularly rapidly, while exports to EFTA, 
the United States and eastern Europe grew relatively 
slowly. 


Turkey’s balance of payments seems to have undergone 
only small changes in 1969. The current deficit declined 
by about $20 million, due to a reduction of the trade 
balance deficit following a recovery of exports (after a 
decline in 1968) and a slow-down in the growth of im- 
ports. The current invisible surplus increased on account 
of a sizable rise in emigrants’ remittances while the tour- 


Western Europe 


ist balance continued to be negative. The long-term 
capital inflow changed little, but the tendency seems to be 
towards a slight reduction in the net inflow. 


Trade returns (for January-October) show that the 
most important increases in imports took place in metals, 
fertilizers and chemicals, while imports of machinery 
and transport equipment declined. The recovery of ех- 
ports was due to an increase in the shipments of fruits 
(mainly raisins) and tobacco, while cotton exports 
declined. The increase in Turkish exports centred 
mainly on the EEC area, while exports to other west 
European countries in general declined. On the import 
side, the main change was the higher share of North 
America, due mostly to cereal imports. 


(iii) Prospects 


There are no serious reasons to suppose that the 
economic expansion of the south European countries 
will suffer a substantial slow-down during 1970.% In 
Greece, the outlook for a further rapid increase of indus- 
trial production is favourable; total demand should, in 
all probability, continue to expand rapidly and further 
acceleration of productive investment seems likely. A 
further deterioration of the current deficit might occur, 
but even if excess demand pressures arise the level of 
external reserves still affords a certain margin of ma- 
neuvre. The 1970 budget foresees an increase in the 
surplus in the ordinary budget which will serve to finance 
greater investment expenditure; the budget allows also 
for a further increase in the recourse to internal or 
external borrowing. 


In Portugal the adverse weather conditions of late 
1969 and early 1970 make it improbable that there will 
be a very radical improvement in the depressed agri- 
cultural sector. The “‘ open ”’ character of the Portuguese 
economy also makes it more vulnerable to a slow-down 
in international trade (should it materialize in 1970). 
Nevertheless, the considerable increase in the current 
and capital expenditure of the public sector, as it appears 
in the budget for 1970, might provide enough stimuli to 
the private sector for the over-all growth of demand to 
accelerate in 1970. Most recent information on trends 
in demand, however, does not suggest so rapid an ex- 
pansion this year as the 7 per cent planned increase in 
real GNP, in spite of the increase in private consumption 


which is likely to follow increasing incomes in most 
sectors. 


There are no reasons to suppose that the measures 
introduced at the end of 1969 in Spain to slow down 
consumption and imports °? will affect seriously the rate 


96 One common factor may be the relaxation of tourist restrictions 
by France and the United Kingdom. 


IN i) December 1969 a 20 per cent deposit on imports was estab- 
lished and hire-purchase deposits increased. 


of economic activity in 1970. Consumer incomes will be 
favourably influenced in 1970 by the improvement in 
1969 of the terms of trade of farmers, and also by the 
great number of new collective contracts which will be 
signed early this year—these will probably lead to sub- 
stantial basic wage increases ** and, given the prevailing 
demand pressures, to still greater total wage-earnings. 
In these circumstances, inflationary pressures would 
become more intense and might lead to a reinforcement 
of the mild monetary and credit measures of restraint 
already taken. The current balance could improve in 
1970 under the influence of import deposits, but unless 
substantial progress in the external sector is achieved in 
1970 (by exports and tourism) the problems might prove 
to be postponed rather than solved. The slow progress 
in the adaptation of industrial and agricultural structures 
of production in Spain calls for a certain caution in the 
assessment of longer-term prospects. The difficulties 
of stimulating investment and industrial concentration 
and re-adaptation, while holding back total consumer 
demand, seem to be the major short-term, as well as the 
major medium-term, problems facing Spanish policy 
makers. 

The chronic problem of obtaining adequate external 
financing in Turkey continues to beset policy. At present 
(February 1970), the financing of the public sector throws 
a new shadow of uncertainty over the prospects of the 
Turkish economy, since the budget proposals*incorpor- 
ated in the annual programme for 1970 have been 
rejected by the national parliament. Assuming that the 
present difficulties are overcome, it might still be possible 
for the Turkish economy (particularly in view of im- 
proved agricultural prospects) to achieve in 1970 a rate 
of growth similar to that for 1969, and to the growth 
provided for in the Five-Year Development Plan. 


98 The wage control measures continue to operate in a somewhat 
more flexible way and the previous 5.9 per cent limit of average 
level of wage increases has been raised to 6.5 or 8 per cent according 
to the length of the contract. 
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(iv) Yugoslavia 


In 1969, growth of the Yugoslav economy regained the 
high rates of the years before the 1965 economic reform; 
GNP increased by 9 per cent as compared with 1.6 and 
4.3 per cent in 1967 and 1968 respectively and 9.6 per 
cent in the 1956-1963 period. This acceleration was the 
combined result of the long-term effects of the reforms, 
the Government’s expansionary policies and an upturn 
in foreign demand. But the Government’s policy instru- 
ments were not strong enough to prevent pressures on 
costs and prices; bottlenecks of capacity appeared and 
the balance of payments was adversely affected. 


The margin for further growth in 1970 is therefore 
narrower. Credit controls—now almost the only instru- 
ment of policy—may be directed to curbing the growth of 
demand, possibly below existing capacity, in the interests 
of price stability and an improvement in the balance of 
payments. Nevertheless, a rate of growth of 7 per cent 
is believed by the experts to be within reach. 


All sectors shared in the acceleration of 1969: agri- 
cultural output increased by 7-8 per cent, while in 1967 
and 1968 it stagnated; industrial output rose by 11 per 
cent which was almost twice as much as in 1968 (in 1967 
industrial output remained unchanged); other sectors 
grew by rates similar to that in industry and faster than 
in 1967 or 1968. Both productivity (where the impact of 
the 1965-1966 reforms has been most strongly felt) and 
employment rose faster. Outside agriculture, productivity 
increased by 7.7 per cent against 6 per cent in 1968 (in 
industry alone by 8 per cent as compared with 1.6 and 
7.6 per cent in 1967 and 1968 respectively, and 5.8 per 
cent achieved during the 1956-1964 period). Non-agri- 
cultural employment went up by 4 per cent (in industry 
alone by 2 per cent), which was four times as much as 
in 1968 (it had fallen in both 1966 and 1967). 


A high rate of growth of employment could be resumed 
once the redundancy in industry had been considerably 
reduced—a process initiated by the 1965 economic 
reform. The employment multiplier of output growth was 
increased and at the same time the growth speeded up. 
However, neither this rise in domestic employment, nor 
the 120 thousand new jobs taken abroad by Yugoslavs 
(as compared with 60-70 thousand in 1968), was sufficient 
to balance the labour market. The number of people 
recorded as seeking employment increased in 1969 by 
nearly 30 thousand and reached a total of 359 thousand 
(9.5 per cent of the labour force outside agriculture). 
Of this total, however, half are seeking employment for 
the first time, and others are in jobs but seeking new ones. 
The number unemployed in the more restricted sense of 
receiving unemployment benefit is 157 thousand as 
compared with 197 thousand in 1968. The pressure on 
the labour market was due primarily to an increasing 
movement out of agriculture, brought about by the 
deterioration in farming conditions in 1968.°° 


99 Difficulties of mobility within the country are also important, 
as indicated by the rise in unfilled vacancies from 38 thousand in 
1968 to 50 thousand in 1969. 


Re-expansion has gone hand in hand with structural 
change in industry. Thus the acceleration of the rate 
of growth started in 1968 in electricity, some parts of 
metallurgy, non-metallic minerals and electro-engineering 
which increased rapidly; in 1969, oil, metal processing, 
rubber and chemicals also accelerated. This was in line 
with the reform of 1965 which aimed at a fast expansion 
of low-cost sectors. But some structural problems were 
intensified, with repercussions on industrial growth. 
Output in some basic industries grew slowly (relatively 
to the growth of manufacturing sectors), largely because 
they were unable to raise selling prices, while their input 
costs were increasing (more recently, prices of some of 
these products were allowed to be raised—e.g. prices of 
metals were allowed to increase by some 10 per cent in 
January 1970). 


Crop output benefited from favourable weather con- 
ditions, and largely exceeded that of 1968. Livestock 
output was recovering from the setback which it suffered 
in 1967 and 1968 because of sales difficulties (in 1968 
exports alone went down by 20 per cent) and price 
declines (7 per cent in 1967 and 1968 combined); prices 
went up by 9 per cent and sales (including exports) 
increased again. A firmer foundation for future agri- 
cultural growth has been provided by schemes recently 
introduced for guaranteed sales at favourable prices, 
for 3-5 years ahead, of livestock and some cereals and 
fruit crops—based on an agreed view of demand pros- 
pects. It is hoped that the recent agreement with the 
Common Market will also facilitate a firmer assessment 
of future sales possibilities. (See page 128.) 


The recovery in construction was mainly due to the 
revival of investment. Another important factor was the 
spread of Yugoslav construction activity abroad which 
increased in the first half of 1969 by as much as 60 per 
cent; it is hoped that by the end of the year its value will 
surpass the $125 million realized in 1968. 


Resurgence of inflationary pressure 


The faster growth rate of 1969 derived from a sub- 
stantial acceleration in personal consumption, and from 
a major recovery in exports (although partly balanced by 
a much faster rise in imports than in 1968). Fixed 
investment continued to grow by about 10 per cent. Such 
rates of expansion were bound to affect the stability of 
the internal balance which had been achieved, with great 
pains, in 1967 and 1968. Industrial and agricultural 
producer prices went up in 1969 by 3 and 9 per cent 
respectively (as compared with either stability or declines 
in 1968), wholesale and retail prices increased by 5 
and 7 per cent (against 2 and 4 per cent in 1968), and the 
cost of living rose by 8 per cent (as compared with 5 per 
cent in 1968, but in both years partly because of con- 
tinuous price adjustments in services). This pressure on 
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TABLE 19 


Yugoslavia—selected indicators, 1956 to 1969 
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prices was the joint effect’ both of rising wage costs and 
of sectoral demand ргеззигез.100 


In Yugoslav conditions, increases in labour income in 
excess of productivity gains—which can occur very 
rapidly under the system for distribution of income within 
the working collectives—tend to lead both to price 
increases and to a strain on the liquidity of enterprises. 
And although the considerable wage increases of 1969 
were accompanied by a more than proportional increase 
in individual savings, and although the rise in wages is 
accompanied by increasing government revenue from the 
tax on wage bills, the mechanism of the banking system 
does not immediately allow the channelling of individual 
savings or budget surpluses back to enterprises. Hence, 
although the liquidity of the economy as a whole increased 
in 1969, the liquid assets of enterprises were reduced (as 
is indicated by the figures for enterprises’ giro accounts 
in table 19). This necessarily led to a strong pressure for 
increased bank credit. Without the rise in bank credit, 
growth would have been slowed down; but with it, the 
shift to wages in the allocation of enterprise income was 
facilitated. This dilemma, resulting from the almost 
exclusive use of bank credit as the instrument of policy, 
has been a recurrent problem of recent development in 
Yugoslavia and has tended to create rather violent 
fluctuations in the growth of output, wages and prices. 


However, the increase in bank credit in 1969 (14 per 
cent) was moderate enough, in conjunction with the 
strain on the liquidity of enterprises, to exercise some 
restraint on the growth of the wage bill, which slowed 
down towards the end of the year. 


Both private and collective consumption contributed 
to demand pressure. Even though the propensity to 
consume declined, the value of consumers’ expenditure 
rose faster than the volume of supplies. In the first 
10 months of 1969, disposable income of the population 
went up by 21.5 per cent as compared with 12 per cent 
in 1968 (farm income rose still faster on account of a 
good harvest and rising prices). Since savings rose by 
33 per cent, consumers’ expenditure increased by 18 per 
cent as against 10 per cent in 1968. 


The increase in the cost of living of 8 per cent brought 
down the increase in volume of consumers’ expenditures 
to 9 per cent (4.6 per cent in 1968). Output of consumer 
goods rose by 12 per cent, or about twice as much as in 
1968. Because of some supply shortages and a rapid 
increase in exports, imports of consumer goods in- 
creased by 15 per cent, while some domestic production 
went into stocks. The nominal value of collective con- 
sumption increased by some 15 per cent. 

Fixed investment rose by about 9-10 per cent in 
volume—rather less than in 1968. In itself, this did not 
add to the inflationary pressure; the increase in invest- 
ment over the last two years was no more than enough 


100 A Yugoslay study indicates that for the period 1957-1967 : 
costs of output determined four-fifths of short-term yariations о! 
producer and retail prices (see В: Horvat, Privredna Analiza, 
22 December, page 4). This proportion was probably somewhat 
lower in 1968 and 1969 when expansionary credit policies allowed 
for a larger degree of demand inflation than in the preceding period. 
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to recover the ground lost in 1965-1967, and domestic 
output of capital goods rose in 1969 by as much as 
12 per cent. Moreover, the increases in individual savings, 
and borrowing from abroad, helped to finance investment 
which was thus not seriously impeded by the rise in wages 
or the fall in enterprise liquidity. 


Industrial stocks, although falling in the first half of 
1969, recovered subsequently and there was only a negli- 
gible increase over the year. 


Balance of payments 


It is normal that in these conditions the balance of 
payments should worsen. Even though—under the 
impact of the 1965 economic reform and the recovery 
afterwards—exports of commodities increased very 
rapidly (by 17 per cent in 1969 as compared with 1 per 
cent in 1968), imports increased still faster (by 19 per cent 
in 1969 as compared with 5 per cent in 1968). As a result, 
the trade deficit went up from $537 million in 1968 to 
$660 million in 1969. 


The commodity and regional patterns of trade contin- 
ued to improve. Industrial exports rose by 18 per cent 
(of which non-ferrous metals, textiles, chemicals and ships 
by 20-40 per cent), and exports to western industrial 
countries rose by some 28 per cent. Imports from the 
latter area went up by some 20 per cent which caused a 
certain increase in the Yugoslav deficit with the west. 
In addition two more points should be mentioned. First, 
because of the deterioration in the conditions of some 
basic industries already referred to, the tendency to im- 
port inputs went up; indeed, in 1969, imports of inputs 
rose by 26 per cent (metals by 40-100 per cent) as com- 
pared with 15 and 6 per cent increases in imports of con- 
sumer goods and capital goods respectively. Second, 
although various calculations indicate that industry can 
grow by 10-13 per cent a year without adversely affecting 
the balance of payments, the experience of 1969 suggested 
that the 11 per cent of 1969 is too much from this point 
of view. It seems also that structural imbalances in in- 
dustry have reduced the scope for safe expansion. 

A part of the trade deficit was offset by a rising surplus 
in services (from some $428 million in 1968 to more than 
$500 million in 1969) so that the deficit on current 
account amounted roughly to $160 million ($109 million 
in 1968) and accounted for 1 per cent of GNP. More- 
over, Yugoslavia has continued to import capital in 
sufficient amounts not only to meet the current deficit 
and loan repayments falling due, but also to permit 
an increase in gold and convertible currency reserves from 
$160 million in December 1968 to $300 million in 1969 
(and some increased in non-convertible currencies). 


Prospects for 1970 


The aim of economic policy in 1970 is to maintain a 
high rate of growth. Two constraints are imposed: the 
achievement of stability and an improvement of the 
Moreover, it 1s expected that 
Government 


balance of payments. 
economic activity abroad will slacken. 
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experts believe that these constraints will permit a rate 
or growth of over-all output by 6.5-7.5 per cent and of 
industrial output by 9-10 per cent; in agriculture a very 
moderate increase is-expected. The experts also expect 
private demand to increase less fast than output (5.5- 
6.5 per cent), which will permit investments to go up 
faster (8-9 per cent) and go some way to restore the 
investment ratio, which had fallen considerably before 
1968. In their view, a reduction in the trade deficit should 
follow (they expect exports of merchandise alone to 
increase by 12-14 per cent, and imports by 10-12 per cent 
only). It is agreed that these estimates are somewhat less 
than production capacity would allow. 


Recent market tests confirm the tendency towards a 
slackening rate of growth in 1970. Deceleration of demand 
had started already in October 1969; the inflow of export 
orders continues unabated but domestic orders have 
been on the decline. Moreover, stocks, which in the first 
half of 1969 were on the decline, resumed their growth 
afterwards. Similar trends are expected throughout the 
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first half of 1970, but afterwards a slackening in all types 
of demand is expected. 

Monetary policy is still regarded as the main instru- 
ment of economic management. To replenish the liquidity © 
of enterprises, and to meet the needs of rising output, 
the amount of bank credit is planned to increase in 1970 
by 14 per cent, considerably faster than the expected 
increase in the volume of GNP. The risk of continued 
demand pressure through monetary expansion thus 
remains. It has not yet been possible to find ways of 
using either incomes policies or fiscal policies to create 
a more complex and balanced set of stabilizing instru- 
ments. It might be expected that the Yugoslav system 
would offer good opportunities for effective policy 
guidance from the Government. But the decentralization 
of powers to the regions, and the problems of securing 
a satisfactory regional balance in the incidence of taxes 
and public expenditure, are obstacles to the carrying out 
of a short-term economic policy which have not yet been 
surmounted. 
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